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Hal Mason 


During the last national conference in New 
York in May 1958 there was, as always, a great 
deal of emphasis placed on, and attention given 
to, the national organization of NSBB -- and 
rightfully so, since the conference represents the 
culmination of the Society’s year, hosts the semi- 
annual meetings of the national board of directors, 
officers and committees, and provides a once-a- 
year opportunity for members of the budgeting 
*‘community”’ to get together. 


Nevertheless, it occurred to me, during the an- 
nual meeting of the members, that we would all 
do well to remind ourselves that the basic strength 
of NSBB lies in the chapters, and the national 
activity and organization exists largely for the 
purpose of furthering chapter effectiveness. (In 
emphasizing chapters, I don’t want to downgrade 
our good colleagues in the member-at- large cate- 
gory, but these members are typically.‘‘in waiting’ 
for a chapter to be formed near them -- and often 
helping in that formation -- meanwhile receiving 
publications, attending conferences, etc.) 


The founders of NSBB early recognized that 
the keystone of the organization ought to be the 
chapter meeting, with its emphasis on the round 
table type of discussion where members can give 
as much as they receive through trading problems 
and solutions. This was to be the basis for at- 
tracting members to a new organization in an 
already over-organized business scene. 


The National 
President 


of NSBB 
STATES 
HIS AIMS 


With only small modifications in degree, this 
has continued to be the keystone of NSBB, as 
members who participate in chapter meetings 
know. As one who was actively involved in 
chapter work 4s a program chairman and chapter 
president prior to election to national office, I 
would like to see the coming year one in which 
the chapter organization is strengthened even 
further, and I see these ways in which that can 
be accomplished: 

1. Give the chapter presidents more voice in 
national affairs, On the day preceding the fall 
meeting of the national board of directors in 
Dallas this September, we are going to give every 
chapter president (each is, of course, a member 
of the board) the chance to get together in a 
separate meeting with his fellow chapter presi- 
dents, apart from any national officers, to trade 
problems and solutions in the chapter field. Your 
chapter president can take your desires and re- 
quests to this meeting and he will have a chance 
to learn how other chapters maximize their ef- 
fectiveness. While we have, in the past, provided 
space on the agenda of the board meeting for a 
‘Chapter Presidents’ Forum,”’ the time available 
has been so severly limited as to make this un- 
satisfactory to most chapter presidents. If this 
meeting is successful, it can be repeated in con- 
nection with each board meeting. 


(continued on page 12) 
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By: Gordon Shillinglaw 
Assistant Professor of Industrial Management 
School of Industrial Management 
Massachusetts Institute of Technology 
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Gordon Shillinglaw, Addressing the 8th Annual 
NS8B National Conference — May, 1958, New 
York City. 


All the attention that has been directed to the 
decline in capital spending during the current 
recession might lead tothe conclusion that capital 
investment is now at a low ebb and that consider- 
ation of methods for the control and evaluation of 
capital expenditures is not appropriate at this 
time. This is not the case. Despite recent declines, 
domestic corporations are still spending huge 
sums on capital facilities. The most recent De- 
partment of Commerce estimates place capital 
spending for 1958 in excess of $32 billion, or 
almost eight per cent of the Gross National Product. 


In order to invest this much money, millions of 
individual decisions must be made, some small 
and some large, by hundreds of thousands of 
firms. Capital expenditure management is still an 
important task and it is essential that sound safe- 
guards and yardsticks be available to management 
to assist in coping with the investment problem. 
It is the purpose of this paper to summarize some 


One of the growing important segments of a com- 
plete Budget Program is the control exercised 
over the expenditure of funds for capital improve- 
ments. Advanced projection of anticipated results 
becomes a necessity in appraising the relative 
worth of projects vying for the funds of today’s 
corporations. The various methods under active 
consideration are discussed in this article and 
follow-up procedures are stressed. A seldom dis- 
cussed proposal for evaluating facility disposal 
or abandonment is also presented. Throughout the 
article, references are made to practical business 
applications of theory as advanced by attendees 
at the Seminar on Capital Management which pre- 
ceded The National Conference. 


recent thinking on various aspects of capital 
expenditure management. 


ADVANCE CAPITAL PLANNING 


Control of capital expenditures can be said to 
start with the development of the company’s 
long-range financial plans, of which the capital 
facilities plan is only a part, and end only when 
the decision is finally made to abandon and dis- 
pose of the facilities when they cease to be pro- 
fitable. The first stages in this life cycle are 
reached as a project is included in the company’s 
advance capital plans. Many potential capital 
investments first come to management’s attention 
during the preparation of planning budgets which 
formalize the company’s intentions with respect 
to the acquisition of new capital goods. Although 
the distinction is partly arbitrary, it will be help- 
ful to consider long-range planning and one-year 
budgeting separately. 
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JUSTIFICATION FOR LONG-RANGE 
CAPITAL PLANNING 


The rapid growth in the acceptance of capital 
planning, and particularly of long-range capital 
planning that has been achieved in recent years 
may lead to an unfortunate degree of complacency. 
It has been reported that 63 per cent of a group 
of well-managed companies now have long-range 
capital plans. If all large and medium-size com- 
panies were to be sampled, the percentage would 
probably be somewhat lower, but it is probably 
safe to say that the concept of advance capital 
planning has become firmly established within 
recent years. In many companies the evangelical 
period has come to a close and the focus has 
shifted to improving the bases on which the 
plans are built. It would be a serious mistake, 
however, to think that it is no longer necessary 
to sell long-range planning on its merits. It must 
be remembered that for many companies long- 
range capital planning is a comparatively recent 
development. This development occurred during 
a period when sales were expanding, capital out- 
lays were large and increasing, and idle facilities 
were seldom a major problem, at least in the 
economy as a whole. Plans, for the most part, 
were met or exceeded. 


Under current conditions, however, it may be 
necessary to do a better job of demonstrating that 
the cost of supporting these planning programs 
will pay off in benefits to the company. It is 
extremely difficult if not impossible in most 
cases to demonstrate that planning has been a 
profitable activity in the past, but it is possible 
to state the reasons why planning is useful. It 
would be interesting to know just how many of the 
companies that engage in long-range planning have 
ever really asked this question. There are fash- 
ions in management techniques just as much as 
in styles of dress, and it is not unlikely that some 
companies plan ahead solely because everyone 
else seems to be doing it. 


Planning can only be justified by its ability to 
assist management in its current actions. Decision 
making is a complex process of evaluating the 
effects of alternative current actions on future 
performance. Behind each decision is the reali- 
zation that a sequence of future decisions will 
have to be made as the effects of this decision 
make themselves known. These future decisions 
do not have to be made now and in fact cannot be 
made now, but the planning process permits 
management to view the probable chain of future 
actions that will follow as a logical follow-up to 
the current decision, the first link in the chain. 
This is the underlying justification for planning. 
In making the first decision, management is not 
irretrievably committed to a fixed sequence of 
future actions, but it does need to evaluate its 
current alternatives in the light of how well these 
alternatives will fit into and affect the coordinated 


structure of future developments that are embodied 
in the plan. 


TWO KINDS OF DECISIONS 


Of course, capital planning is only part of the 
overall planning program, but there are at least 
two kinds of decisions in which this specific 
aspect of planning is likely to be particularly 
helpful. First, long-range capital planning should 
permit management to appraise its current financing 
and dividend policies more adequately. Through 
planning, financial management is provided with 
some idea of the capital required to meet the com- 
pany’s growth objectives so that it can have 
more time to work out the necessary financing 
smoothly and at reduced cost. For example, if it 
appears likely that the company will need sub- 
stantially increased amount of investment capital 
one or two years ahead, management can plan 
its financing program to provide the funds when 
needed. It can also take advantage of the advance 
notice given by the plan to select the most eco- 
nomical sources of funds and tonegotiate financing 
terms that will be adapted to its needs. 


Second, long-range planning of physical facili- 
ties provides aframe of reference for the evaluation 
of current investment proposals. If a current 
project will cause a departure from the planned 
facilities development of the company, its ramifi- 
cations on the plan must be evaluated. This is 
not to suggest that the capital plan should be 
inflexible. Unlike operating plans, which are 
established for relatively short periods in advance, 
the capital plan must remain flexible because 
there is no reason for holding it steady. Capital 
decisions must always be based on the best infor- 
mation available at the time the decision is made. 
As long as the company is uncommitted to capital 
outlays, it is free to change its plans as condi- 
tions change. Because it is more likely that con- 
ditions will change than that they will remain 
constant, capital plans must be revised at least 
once a year and perhaps more often. In the capital 
management seminar held before this conference 
opened, most of the participants reported either 
formal or informal revisions of the one-year budget 
during the budget period and one company was 
reported to be searching for a means of revising 
its three-year capital plan monthly on a rolling 
basis. 

In any event, the plan is not intended to bind 
the company to a fixed course of action far in 
advance. The mere fact that the long-range plan 
envisions a particular pattern of plant locations 
in 1965 should not be permitted to dominate the 
decision to locate a plant today in a location that 
was not included in the plan. Before the decision 
is made, however, the effect on the company’s 
long-range goals should be examined to see whether 
some immediate advantage in an off-plan location 
should be sacrificed in order to achieve the long- 
range benefits of balanced development. It may 
turn out that it is the plan that must be changed, 
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but having the plan as a starting point should 
help to force consideration of the indirect im- 
plications of current departures from plan. 


ADDITIONAL ADVANTAGES 


In addition to the advantages of having acapital 
plan, many people would argue that the process of 
planning is at least as important asthe plan itself. 
Planning gives management an opportunity to get 
across to executives of decentralized operations 
the overriding need for corporate coordination at 
the policy level. The company’s capital plan must 
represent the coordination of the plans of its 
component divisions or operating units. No division 
should be given carte blanche to plan its capital 
development without consideration of the effects 
of this development on other parts of the company. 
Several years ago, the lack of centralized capital 
planning in one company induced the manager of 
one of the company’s divisions to take the initi- 
ative and prepare his own capital plan. Unfor- 
tunately, this plan gave no consideration to the 
fact that the planned development would require 
substantial investment by a _ suppling division 
whose operations were at that time being scrutinized 
for eventual abandonment. 


This is not to imply that divisional initiative 
should be stifled. One of the strong points of 
advance capital planning is that it serves to stim- 
ulate operating personnel to search for profit- 
able opportunities for the investment of the com- 
pany’s funds. Dr. Welsch stated that the search 
for profitable business opportunities is the first 
order of business for management. Plans are not 
merely forecasts of events which the company 
is powerless to affect. Rather, they provide man- 
agement with its first chance to direct the course 
of the future. The process of planning forces us 
to look up from our desks and see what is going 
on outside the window. It makes management try 
to anticipate events and alter the company’s be- 
havior to meet them before they occur. 


FRAMEWORK FOR LONG-RANGE 
CAPITAL PLANNING 


If capital planning is to meet the objective of as- 
sisting management in making its current decisions, 
the principles of decision-making must be given 
careful consideration in the process of designing 
the capital plan. Unfortunately, planning is some- 
times thought of as aprocess thatis based on an en- 
tirely different setof principlesthan those that gov- 
ern expenditure decisions. The company studies its 
existing facilities, its present product line, looks 
at what is now on the drawing boards or in the 
process of development, and then draws a picture 
of the facilities that will be necessary to carry 
out its forecasted sales objectives five or ten 
years ahead. This picture is then given depth 
perception by setting up a tentative schedule of 


capital expenditures that will be necessary to pro- 
vide the desired facilities at the desired times. 


This procedure is generally valid, but it lacks 
one element that is necessary to insure the sound- 
ness of the plan. The most important building 
block of the physical capital plan is the concept 
of profitability. Alchough not all current investment 
decisions are based explicitly on forecasts of 
profitability, the implicit assumption underlying 
any capital outlay is that it will increase the 
company’s profits by enough to justify tying up 
the stockholders’ money. Facilities included in the 
long-range plan must be justified by profitability 
estimates that draw on the best available current 
information, projected into the future. Only in this 
way can the facilities plan serve as a meaningful 
benchmark for the evaluation of current investment 
proposals, which is one of the main reasons for 
having a plan at all. Unless the plan is based on 
profit estimates, the indirect profit effects of 
current proposals that would lead to departures 
from the plan cannot be evaluated. 


It is, of course, true that the profitability 
estimates on which the facilities plan is based 
must necessarily be conjectural and subject to 
error, in some cases extremely wide error ranges. 
For this reason, as was indicated above, the 
inclusion of facilities in the long-range plan 
does not guarantee that they will actually be 
acquired when the time comesto make the decision. 
But it is important that the estimates be made, 
because carefully prepared estimates must in- 
evitably be better than no estimates at all. 


TARGET PROGRAMS 


In this connection, it is important to recognize 
the distinction between expressions of desired 
company goals and plans stated in terms that the 
company can reasonably expect to meet. There 
may be a difference. Plans usually embody some 
rough idea of the physical facilities and products 
that will be necessary to achieve planned sales 
and profits. Target programs, on the other hand, 
may merely reflect management’s desire to drama- 
tize a shift in policy in order to stimulate efforts 
by lower management to find ways of working to- 
ward the new policies. These target programs 
frequently represent a more rapid progress toward 
ultimate goals than management actually ex- 
pects to achieve. For example, one large equip- 
ment manufacturer several years ago decided to 
decrease its reliance on defense business. 
It set up targets of growth, investment and pro- 
fitability in civilian goods lines, based first on 
top management’s expression of a desired rate 
of expansion and on analysis of relationships 
between investment, sales and profits in seg- 
ments of the civilian goods markets that it 
hoped to penetrate. The targets were not re- 
garded as plans; they were not accompanied by 
product breakdowns or lists of capital facilities 
that were planned to meet the targets. They were 
set up primarilyto stimulate the search for avenues 
of diversification and to provide a rough guide to 
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capital requirements for meeting the targets. 
Specific investment or development proposals were 
not evaluated on the basis of how well they fit 
the target. But the targets did serve as a tangible 
expression of management’s views as to the 
desirable direction of development forthe company. 


The line between plan and target may be a thin 
one indeed. Plans as well as targets must reflect 
shifts in management policy toward various seg- 
ments of the company’s operations. For example, 
a management decision to increase its diversifi- 
cation efforts into new products and new markets 
should be taken into consideration when the long- 
range forecasts on which the plan is based are 
being prepared. As far as the physical facilities 
plan is concerned, however, only objectives that 
are fairly well defined as to products and territor- 
ies can provide an adequate basis for scheduling 
inclusion of specific plant and equipment in 
in specific geographic areas. When products or 
markets are not specific, planning must be shifted 
to a higher level of abstraction and plans must be 
stated in broad dollar aggregates. Portions of the 
long-range plan that are based on these forays into 
uncharted territory are necessarily less useful for 
current decision-making than are those portions 
relating to the development of existing products 
or markets. The planning staff can, however, pro- 
vide some rough guides to desired profitability 
and probable capital requirements which can 
serve as a guide to progress along the charted path. 


ONE-YEAR CAPITAL BUDGETS 


Although the previous discussion has centered 
around the concept of long-range planning, the 
purposes of the annual capital budget are essen- 
tially the same and most of the earlier comments 
are equally applicable here. The one-year capital 
budget is of course the first year of the long-range 
plan. The two differ largely in that the annual 
budget carries with it a greater aura of commitment 
and generally is far more specific. Actually, there 
are three kinds of short-term capital budgets. One 
details the expected authorizations of new pro- 
jects during the coming year, another spells out 
the expected cash outlays on capital projects, 
while the third is stated in physical terms of the 
new facilities expected to be completed during 
the year. 


The first two of these are usually grouped to- 
gether in a composite authorization- outlay budget. 
This budget may be said to consist of three parts: 
first, the amounts necessary to complete or con- 
tinue projects authorized and begun in prior 
periods; second, estimated investment require- 
ments for major projects for which authorization 
is expected to be granted during the coming year; 
and third, blanket sums to represent the total 
approvals of projects too small to be budgeted 
individually but which can be predicted in the 
aggregate with a tair degree of accuracy. Items 
in the second and third groups should reflect 
estimates of both total new authorizations and 
the rate of expenditure of these new authorizations. 


If this is done, the one-year capital budget can 
serve as a part of the physical facilities plan 
of the company (through listing of major projects 
and their expected completion dates), as a feed-in 
to the cash and financing budgets (through the 
rate of expenditure estimates), and as a protection 
against over committing the company tofuturecapital 
outlays by starting too many big projects in any 
one year. 


The one-year capital budget may also contain 
some margin for larger projects that may be con- 
ceived after the deadline for preparation of the 
formal budget, but major projects seldom burst 
unexpectedly on the scene and this is probably 
the exception rather than the rule. By the time a 
major project gets into the one-year budget it is 
ordinarily accompanied by more or less detailed 
engineering estimates of costs and tentative 
estimates of profitability. There is still one more 
chance for review when the project comes up for 
expenditure authorization, but, as the participants 
in the N.S.B.B. capital management seminar 
pointed out, the probability that a project will 
be undertaken is ordinarily quite high once it has 
found its way into the annual budget. This makes 
it especially important to subject each proposal 
to aprofitability test before listing it in the current 
budget. These profitability estimates need not be 
prepared in complete detail, but the information 
basis for these estimates is inevitably better than 
for projects scheduled for a year of more ahead. 


AVAILABLE FUNDS 


Before leaving the subject of advance planning 
for capital outlays, one more point must be made. 
The one-year budget cannot be set without ref- 
erence to the amount of funds available. At some 
stage during the planning process atentative series 
of budget totals must be drawn up and combined 
with tentative budgets for R and D, working capital, 
internal funds generation, debt retirement and 
dividends to form the tentative financing budget. 
This financing budget represents a preliminary 
summary of the sources and uses of funds esti- 
mated to be facing the company during the current 
year. In some years this first look at funds flows 
may indicate that capital expenditure plans are 
too ambitious for the coming year, either because 
management does not wish to go outside for funds 
or because outside funds can be obtained only on 
prohibitive terms. If this is the case, the capital 
budget estimate will probably have to share in the 
general cut-back of plans. These cut-backs should 
begin with the projects which appear likely to be 
the least profitable of those originally proposed. 
This point is discussed further below. 


PROJECT EVALUATION 


Not every project that finds its way into the 
budget will actually be approved when the time 
comes to authorize the expenditure of funds. The 
budget is a statement of intent, not an irrevocable 
commitment. On what basis can management decide 
what projects to include in the budget, what ones 
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to approve for the actual expenditure of company 
funds? The basic principles can be stated briefly. 
First, the company should select a minimum rate 
of return that it expects all projects to meet. This 
rate of return should be based on some estimate 
of what the long-term investors in the company 
require as an adequate return in payment for the 
use of their money. This figure, which is generally 
referred to as the cost of capital, can only be 
estimated, but fortunately the error range does not 
seem to be so large that management cannot feel 
reasonably secure in setting a cut-off rate. 


Once the rate has been selected, the earnings 
potential of each project should be evaluated by 
offsetting incremental costs against incremental 
revenues and relating the difference to the added 
investment required by the project. If the earnings 
of the project are adequate to pay back the invest- 
ment outlay, cover capital costs at the company’s 
minimum cut-off rate, and leave a little bit over 
for profit, it should be accepted. If not, it should 
be rejected. 


It should be recognized, of course, that the 
borderline between acceptable and unacceptable 
projects is bound to be indistinct. It is probably 
more accurate to speak of a border zone of pro- 
fitability, including some projects that appear to 
be slightly less than adequately profitable as well 
as some that are a bit above the margin. Projects 
with estimated earnings sufficient to raise them 
out of this border zone should probably be accept- 
ed and those whose earnings place them at the 
bottom of the heap should be rejected out of hand; 
for the in-between projects a wider range of dis- 
cretion should be allowed to give effect to intan- 
gibles and apparent differences in risk and un- 
certainty between projects, differences that can- 
not be reflected adequately in the profitability 
estimates themselves. 


In practice, of course, there are departures from 
this scheme of things. Projects are presented in 
an atmosphere of haste without profit estimates 
and are allowed to bypass the normal estimating 
and approval routine; some projects are justified 
as a necessary price to pay for good community or 
employee relations. Proposals carrying an apparent- 
ly low profit rating get pushed through on the 
grounds that much of their potential profitability 
is indirect or that the earnings estimates are 
unduly pessimistic. Or management may in some 
cases have preconceived notions that some pro- 
jects should be undertaken no matter what the 
figures might show. These habits will probably 
always be present, and perhaps this is not entirely 
bad. No matter how many computers are developed 
or how complicated a program is prepared to pro- 
cess the data, uncertainty in a private enterprise 
economy will continue to prevent executive deci- 
sion-making from being converted into an exact 
science. Any system must allow room for the 
application of judgment and should probably also 
allow room for the project that must be accepted 
on somebody’s word that the alternative to invest- 
ment would be much worse. But the important 


thing is not to lose sight of the principle while 
admitting the exceptions. Efforts should continue 
to be made to quantify the probable profit effect 
of investment proposals and to reduce the number 
of proposals that go through under the ‘‘necessity’’ 
label. Even if decisions based on managerial 
judgment run counter to the conclusions reached 
from objective analysis of quantifiable data, this 
analysis should be undertaken in order that manage- 
ment may have a clear picture of the probable 
consequences if its judgment turns out to be 
faulty. 


INDICATORS OF PROJECT PROFITABILITY 


Project profitability has three basic dimensions, 
cash outflows, cash inflows, and time. In order 
to appraise projects adequately, some means must 
be found to combine these factors into a single 
measure of the project’s value to the company. 
Probably the most familiar device that has been 
developed to meet these objectives is rate of 
return on capital tied up. Rate of return can be 
calculated in several ways, too, but the only 
method that provides an adequate reflection of the 
three basic facts of project profitability is the 
discounted cash flow or investors’ method. 


A simple illustration may serve to point out the 
importance of the time dimension. If two projects 
have the same expected life span and the same 
average annual earnings, but one of them pro- 
duces fifty per cent of its lifetime earnings in the 
first year while the other produces fifty per cent 
of its lifetime earnings five years later, the first 
project will be more valuable to the company 
because it can reinvest the project earnings more 
quickly. Or if one project is eligible for a fast 
write-off of all or a portion of its initial invest- 
ment outlay, this will reduce taxes in the early 
years of the project’s life and give the company 
funds which it can reinvest profitably after the 
end of the fast write-off period. 


The discounted cash flow method takes these 
differences in timing into account and puts a 
price tag on them. Briefly, the mechanism of this 
method is to develop a time schedule of expected 
cash receipts and outlays from the project and 
then findthe rate of interest that brings these down 
to a present discounted value of zero. This repre- 
sents the maximum rate of interest the company 
could afford to pay out of the earnings of this 
project and still have enough left over to pay back 
the original investment outlay. A rate of return 
higher than the company’s minimum cut-off rate 
indicates that the project can make a contribution 
in excess of the cost of investment funds. 


Economists generally prefer to look at this 
discounting process from a slightly different 
point of view. Instead of finding the rate of return, 
many economists prefer to discount the cash 
flow stream at an interest rate that represents the 
company’s cost of capital or minimum cut-off rate. 
Any project that promises a plus present worth, 
after discounting to allow for interest costs at the 
discounting rate, should be a profitable outlet 


tor the company’s investment funds. The differ- 
ences between these two approaches are relatively 
minor, centering generally around the relative 
ranking of projects above the minimum cut-off, but 
the second method simplifies the clerical oper- 
ation somewhat and is more generally applicable. 
For example, it may be used to set a ceiling on 
the price a company should be willing to pay to 
acquire another, or a floor on the price that will 
be accepted for facilities that the company is 
proposing to sell. It is also more readily adaptable 
to the comparative analysis of a group of mutually 
exclusive alternatives. 


ADJUSTING INVESTMENT TO THE SUPPLY 
OF FUNDS 


Most companies find that at some time or other 
funds are not available to finance investment in 
all the projects that meet the company’s long- 
term minimum cut-off rate. When this happens, 
some device has to be found to eliminate the 
least profitable projects from the budget and from 
expenditure authorization when the projects final- 
ly come up for approval during the year. One 
device is to raise the minimum cut-off rate high 
enough to equate the demand for funds with the 
available supply. Another method is to compute 
the ratio of the present worth of the project’s cash 
receipts, discounted at the company’s long-term 
minimum cut-off rate, to the investment outlay 
or to the present worth of the investment outlays, 
and set a minimum ratio higher than 1.0 for years 
in which funds are expected to be scarce. In 
either case, the annual budget must contain some 
estimate of the profit distribution of projects to 
show how many projects would be eliminated by 
a given increase in the cut-off rate or required 
profitability ratio. For the smaller projects that 
are not budgeted individually, some estimate of 
this distribution can be obtained by analyzing 
estimates made on projects of this kind in pre- 
vious years. The resulting cut-off must necessarily 
be a rough approximation of the rate that will 
actually equate demand and supply, and it may 
have to be revised during the year, but in any 
case it is a far better way to handle the problem 
than to make a straight across-the-board slash in 
all budgetary requests on some uniform percentage 
basis. 


PROBLEMS OF ESTIMATING CASH FLOWS 


No measure of project profitability is any better 
than the estimates that go into it. It can be main- 
tained that in many respects this is an even more 
important problem than the one of deciding what 
method of rate of return or discounting should be 
used. First, in order to evaluate project earnings 
adequately, it is vital that comparisons be made 
between relevant alternatives. For minor replace- 
ment expenditures, there may be only two alter- 
natives that deserve serious consideration--to re- 
place or not to replace--although even here the 
alternative of replacing later instead of now 
might be worthy of special evaluation. In more 
complex cases there are likely to be several 


alternatives, each of them requiring a different 


investment outlay or different time pattern of cash 
flows. 


One recent project involved the expenditure of 
funds to expand the capacity of one of the com- 
pany’s plants. The earnings analysis indicated 
that the added volume that this expansion would 
support would produce a sizeable return well in 
excess of the company’s minimum cut-off rate. 
Further questioning of the alternatives revealed, 
however, that the company could satisfy the same 
market at substantially lower capital outlay by 
expanding operations at another plant and altering 
the shipping radius of each plant. Comparison of 
the plant expansion proposal with this alternative 
indicated that the added investment outlay to 
expand the first plant would produce a rate of 
return of less than five per cent. The project was 
rejected. 


Another way of phrasing this is to say that 
investment outlays must be justified in segments. 
The alternatives should be examined in increasing 
order of investment outlay. If a low investment 
alternative can be justified by comparison with the 
no-investment base, then any alternatives re- 
quiring larger outlays must be justified by a com- 
parison with the alternative that survived the 
initial comparison. Viewed in this way, a ten 
million dollar project may be regarded as con- 
sisting of several million dollar pieces. The 
aggregate rate of return on the whole ten million 
is the net effect of the incremental rates of return 
on the individual pieces. Not only must the entire 
project outlay be justified by its aggregate earn- 
ings, but each portion of this outlay must be 
justified by comparing its incremental earnings 
over the relevant alternative. 


OTHER PROBLEMS 


Another problem that deserves consideration 
in this respect is the problem of depreciation on 
existing property that will be displaced by the 
project under review. Book depreciation charges 
on the old assets represent sunk costs and as 
such have no place in the evaluation.of the alter- 
natives. The mere fact that book depreciation 
charges an old equipment will be eliminated by 
replacement does not make these savings in any 
real sense of the word. The only depreciation 
saving that results from replacement is the saving 
that would result from avoiding amy further decline 
in the disposal value of the replaced property. 


Time does not permit discussion of many of the 
knotty problems that are encountered in project 
evaluation, such as the effects of accounting 
allocations, the role of book values and the iden- 
tification of earnings with specific projects, but 
one point should be emphasized, All calculations 
should be made on an after-tax basis because both 
the amount and timing of taxes affect the pro- 
fitability of investment proposals, For example, 
accelerated amortization reduces the tax burden 
in the early years of a project's life and thereby 
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releases funds for reinvestment sooner than if 
the fast write-off were not available. The priv- 
ilege of writing off a portion of the investment 
outlay to expense at the time it is incurred has the 
same effect. Investment outlays must include not 
only the amount that will be capitalized and the 
amount of added working capital required, but also 
any amounts that can be expensed immediately, 
less immediate tax credits from the charge to 
expense. 


PROCEDURAL PROBLEMS IN 
INVESTMENT CONTROL 


The previous discussion has centered on the 
problem of selecting projects that will meet the 
company’s profit objectives. In implementing 
the methods suggested above, a large number of 
problems arise as to delegation of authority to 
approve expenditures, limits on overexpendi- 
tures, the role of the budget staff, and review of 
actual results, to mention but a few. 


Control of the capital budget is a top manage- 
ment responsibility, but in most companies the 
number of proposals that come up for review is 
so great that some of this responsibility must 
necessarily be delegated to executives farther 
down the organization chart. Just where the 
dividing line should be is a matter that must be 
resolved by each company to meet its own par- 
ticular situation, If strict profitability tests 
are required for all projects that are approved 
below the top management level, then it is 
generally safer to delegate. responsibility for 
larger projects than is wise if exceptions to the 
profitability criterion are permitted at lower 
levels. In any case, delegation of authority re- 
quires a divisionalization or departmentalization 
of portions of the capital budget. Allocations to 
divisions should be based on divisional esti- 
mates of the amounts they can invest profit- 
ably in terms of the company’s minimum standard 
for the year. 


Actual authorization for the expenditure of 
funds should be formalized by the filing and 
review of forms which spell out the anticipated 
profitability of the projects and the investment 
outlays that are currently being requested, After 
approval, the accounting department normally 
opens an account to record actual expenditures 
for that project. This step may be by-passed for 
small projects in which the outlay is represented 
by a purchase price that is known in advance, 
but even here the requirements of cash budgeting 
generally demand some kind of accounting rec- 
ognition of open authorizations for which pay- 
ment has not yet been made. For larger projects, 
and particularly for those that entail outlays 
that are spread over a period of time, expendi- 
ture limits might be imposed--say 5% or 10% in 
excess of the amount authorized--but in most 
cases these limits serve merely as a red flag to 
notify someone that something has gone awry. 
In the capital management seminar that pre- 


ceded this conference, none of the participants 
could recall an instance in which work on a 
project had been halted in mid-course because 
of overruns, but several cases were reported in 
which the scope of the project was scaled down 
to meet the limitations of the overall budget. 
Probably the most important use of overex- 
penditure limits is to locate executives who 
have a record of frequent overruns or underruns 
so that corrective action can be taken. 


ROLE OF BUDGET DIRECTOR 


The proper role of the Budget Director in the 
capital controls program also came up during 
the course of the seminar. There seem to be 
three possibilities. First, the Budget Director 
and his staff can act as a service agency to 
operating personnel, providing information and 
performing studies on request. Second, the bud- 
get staff can serve, along with economic re- 
search, marketing research and other staff 
groups, as part of the company’s police force, 
with authority to pass on estimates and methods 
of calculation but with no other specific review 
authority. One of the seminar participants re- 
ported the successful operation of a system 
based on this approach. Finally, the Budget 
Director may be given the final authority to 
accept or reject projects that fall within certain 
categories or within specified size limits. Which 
one of these three alternatives will be chosen 
will generally depend on personalities and cir- 
cumstances, but the wisdom of giving the Budget 
Director a final review position may well be 
questioned. Such a procedure is likely to im- 
pair the usefulness of the budget staff as a 
service agency if it tends to build up antagon- 
isms of operating executives against the bud- 
get staff. 


POST-COMPLETION AUDITS 


Another subject that came up in the capital 
management seminar was the problem of audit- 
ing the performance of individual projects after 
they have been placed in operation. Time is too 
short to permit more than a brief look at this 
problem, but the purposes of these post-com- 
pletion audits seem to be primarily to keep the 
estimates honest and to raise a danger signal 
if anticipated cash inflows are not realized. In 
order to meet the first of these objectives, 
estimates on major projects at least should be 
presented not only as increments but as abso- 
lute costs and revenues that are expected on the 
periodic operating reports. This permits after- 
the-fact comparisons without the necessity of 
guessing what would have happened if some 
alternative to the investment had been chosen 
instead. No attempt should be made to recom- 
pute rate of return because rate of return de- 
pends on the whole life of the facilities and 
not on operations for a short part of that life. 
Furthermore, there is nothing that can be done 
about it if rate of return on the outlay that has 
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already been made now appears to be below the 
company’s minimum standard. The money has 
already been sunk and the question is how to 
make the best use of the facilities that have 
been provided. 


The fact that actual results do not coincide 
with either incremental or absolute estimates, 
of course, does not explain why the estimates 
were incorrect. This examination of probable 
causes must be undertaken to meet the second 
purpose of post-completion audits, the iden- 
tification of possible weak points in the com- 
pany’s operations. For this purpose, however, 
the audits should not refer to specific invest- 
ment projects that have been installed in the 
past, but rather should be applied to operating 
segments or products. This review should ex- 
amine the causes of poor performance and per 
haps project results into the future in order to 
find out the best means of coping with the 
situation, 


FACILITIES DISPOSAL 


One possibility that the operating audit may 
open up is the possibility of improving profit 
performance by abandoning operations or fa- 
cilities. In every project’s life the stage is 
reached at which abandonment and disposal 
become a real question. Just when this stage is 
reached is hard to say. Some hint will be pro- 
vided by routine operating reports which may 
reflect increasing costs or falling profits, but 
these frequently cover up the operations of a 
particular portion of the company’s facilities by 
merging them with other operations. Probably a 
better guide is management’s own familiarity 


with the details of its operations. Management 


dissatisfaction frequently shows up in the pres- 
entation of major modernization or replacement 
proposals for inclusion in the annual budget or 
for approval after the budget has been accepted. 
When this occurs, the question should always be 
asked whether the facilities can be disposed of 
and their functions either discontinued or per- 
formed more economically by other means. 


Routine profit performance reports are in- 
adequate to this task. They are prepared on the 
assumption that the activities to which they re- 
late will continue, and continue as part of the 
overall company operations. The cost and rev- 
enue concepts upon which an abandonment 
analysis must be based, however, labor under 
no such assumption. What is wanted is the 
effect on total company profits that would result 
from abandonment, related to the investment 
funds that would be released by abandonment. 
Take the case of a plant abandonment study, for 
example. Two or more alternatives might be set 
up to describe the effects of absorbing through 
other arrangements various portions of the market 
now served by the plant. It may be that some of 
the revenues now produced by this plant’s oper- 
ations can be picked up by extending the dis- 
tribution radius of other plants. In this case, 


the loss in profits to the company will probably 
be less than the profit now being reported for 
the plant. The question really is whether the 
funds that would be provided by the sale of the 
plant could be reinvested elsewhere in the com- 
pany to earn a larger incremental profit. 


In this sense facilities disposal may be re 
garded in much the same way as a proposal to 
acquire new facilities. A decision not to sell 
the plant is in effect a decision to invest its 
current disposable value and this investment 
should be subjected to the same profitability 
tests that are applied to new projects, Without 
this, there is a danger of short-changing the 
capital controls program by rejecting $10,000 
proposals because they yield an inadequate re- 
turn while at the same time accepting the tie-up 
of millions of dollars in low profit investment 
solely because something was once sufficiently 
profitable to justify capital outlays, or at least 
appeared to be. 


This approach to abandonment analysis has 
another advantage. The mere fact that a segment 
of the company’s business reports a loss does 
not necessarily mean that this segment should be 
discontinued. This loss may be largely the pro- 
duct of an allocation of costs that would not be 
eliminated if the operation were to be ended. 
Book depreciation is a cost that will not be 
avoided entirely in any real sense if the plant 
is sold. Costs charged to the segment may also 
include allocations of costs incurred elsewhere 
in the company that will be substantially un- 
affected by a decision to discontinue this por- 
tion of the company’s operations. On an incre- 
mental basis, this segment may be highly profit- 
able. The way to control the capital invested in 
this segment may not be to liquidate the facili- 
ties but rather to make sure that each increment 
in investment is adequately profitable. The re- 
quirement that the liquidation value of the 
facilities must also meet a profit test should 
prevent the company from pouring good money 
after bad. 


CONCLUSIONS 


The control and evaluation techniques sketched 
above have been developed largely during the 
postwar period, a period characterized by ex- 
panding markets and mounting capital outlays. 
The current recession provides a different setting 
and may affect the way in which companies 
evaluate their investment opportunities. 


The most obvious effect, of course, is to re- 
duce the amounts of capital available for current 
investment. The size of the current capital ex- 
penditures budget depends on the estimated 
profitability of proposed investments, the current 
availability and costs of funds, and management 
attitudes toward risk and profitability estimates. 
The recession is likely to affect each of these 
factors unfavorably. Estimated project profit- 
ability is reduced, not only by the decline in 
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near-term earnings as volume is down and exist- 
ing capacity is idled, but also by a damping of 
optimism as to the probable future profitability 
of the project. 


The availability of capital is also likely to be 
reduced, As profits fall, retained earnings pro- 
vide fewer funds for expansion. As stock market 
prices fall, new equity money is harder to get 
and probably costs more in that a higher share 
in the company’s future earnings must be granted 
for each dollar of new common stock money ob- 
tained. The cost of debt capital may fall, but 
lower profits make debt money harder to come by. 


The effects of the recession on management 
attitudes toward investment are harder to pin 
down. One of the impressions that came out of 
a recent student survey is that management is 
likely to raise its minimum rate of return stand- 
ards indirectly by discounting profitability 
estimates to allow for apparently greater risk. 
Management may show preference toward proj- 
ects that promise a quick payoff rather than 


long-run earning power. And management at- 
titudes toward debt are also likely to stiffen if 
the recession continues, which will further 
curtail the supply of capital available for 
current investment. 


If anything, the current reductions in the 
size of the capital budget increase the impor- 
tance of sound approaches to capital budgeting. 
The smaller the amount of funds available, the 
more vital it is that these funds be expended 
carefully. A mistake is not only costly in itself, 
it also robs the company of the opportunity to 
invest its funds in projects that would prove 
profitable. This should serve to reemphasize 
the importance of keeping the profit objective 
clearly in view throughout all phases of the 
capital controls program. No program is infal- 
lible and even a profit-centered controls system 
cannot guarantee success. But without profit- 
ability estimates, management is deprived of 
the sound foundation that it needs to make in- 
formed applications of its judgment in capital 
expenditure decisions. 


(continued from page 3) 


2. Continue the orderly growth in number of 
chapters to bring the advantages of NSBB to 
practicing budget men in as many locations as 
possible. The Chapter Formation Committee is 
ably directed and staffed, but it can use your 
help in ‘‘talking NSBB’’ around the country and in 
channeling prospective key men and members to it. 


3. Strengthen even further our publication 
Business Budgeting. This magazine, under pre- 
sent and past editors, has come a long way, but 
as we grow we will need an ever, stronger flow 
of better budgeting articles from members who, 
as outstanding budget men in business, must in- 
evitably be the principal source of outstanding 
budget articles. We will also need more paid 
editing and publishing help soon. 


4. Strengthen the national Administrative 
Secretary’s office and provide other professional 
services. As of now, this is largely a matter of 
finances and your national board and the Planning 
Committee is wrestling with the problem, not un- 
common to new organizations, of how to maximize 
income, how to get the most out of the income 
available and how to satisfy various worthwhile 
claimants for that income. Individual members as 
well as chapters would be helped if we hada 
full-time paid Administrative Secretary (instead 
of the present part-time arrangement which, while 
paid, still makes unreasonable demands on a will- 
ing member’s time and leaves the organization 
with fewer headquarters services than it ought to 
have). We also should have, soon, some profes- 
sional public relations help, especially for national 
conferences. 


5. Encourage, by contribution of time, effort 
and talent, the various other committee efforts, 


such as that of the Research Committee, which is 
engaged in a three year task of producing a text 
book. Many of you are participating in the writing 
of segments of the book and your best efforts are 
needed to meet deadlines and to make this book 
something more than just another textbook on 
budgeting. I attended the latest two meetings of 
this committee and I can report that its members 
are dedicated men who are earnestly trying to 
organize the body of budgeting knowledge made 
available to them to date; but they need more of 
the promised material, and need it faster. 


6. Plan now to attend the 1959 conference in 
Minneapolis May 21 and 22, 1959 which will be 
sponsored by the Twin Cities Chapter. Any 
chapter member needs the cross-fertilization of 
ideas that will come out of the excellent pro- 
gram being planned and out of contacts with 
budget men from all over the country. Put this 
trip in your budget! 


7. Participate actively, each of you, in your 
own chapter’s work. 


President Eckelkamp’s message at this time 
a year ago ‘“‘took inventory’’ of where we stood, 
how we got there, and where we are going. Much 
of what he said then could be repeated today, 
after additions for the very real accomplishments 
of the past year, but there is no need for such a 
repetition. Your Society is in good shape (with 
its best asset, as always, people), is serving an 
important purpose, and looks forward to its ninth 
year of growth. Your national officers are honored 
at being elected your leaders, and with your help, 
in the chapters and elsewhere, 1958/59 will be a 
year of fine accomplishments and increased 


recognition. 
H. C. Mason 


By: John |. Snyder, Jr. 
President and Chairman of The Board 
U. S. Industries, Inc. 


Management Looks at 
Budgeting and Planning 


John |. Snyder, Jr. 
Addressing The Ninth 
Annual NSBB National 
Conference—New York 
City, May, 1958. 


Normally, when we receive an article for publication which is obviously the direct text of a speech, 
we attempt to delete the ‘‘Talkisms’’ in the text and try to convert it to an article for easier read- 
ing. But . . . . we did not follow this procedure with this article. We knew that we would only 
destroy the flavor and the heart felt conviction withwhich this talk was delivered if we were to attempt 
to edit it in this manner. Therefore, we entreat you, mentally place yourself in the conference 
audience and then read aloud this article, and, ‘‘if the shoe fits, wear it.’’ It is important to Budget 
men that they be jolted once in awhile by a member of the management team to forcefully make 
them realize that they are a management service, and that management's personal needs should be 
catered to, and that we should not thrust on management only what ‘‘we’’ think is good for them. 
If this article causes you to get up in arms (or pen) and you wish to comment to the editor....by 
all means, do so. We would like to know your reactions to this straight forward attack on accounting 


traditions. 


Thank you for inviting me to this meeting. It 
gives me a chance to speak my mind, if I may, 
about how a company ought to budget and plan 
its road ahead, how it ought to check up and re- 
vise these plans and how you budget people 
can help. 


I said “‘ought to”’ intentionally. We at U. S. 
Industries have a good workable procedure, but 
it still has a ways to go before it meets what I 
see in my mind’s eye. Talking it out with you 
might be good for all of us. When you come 
right down to it, budgeting and planning itself 
is something that has to be planned. 


For a starter, who is U. S. IMdustries and how 
is it organized? Our activities range from diver- 
sified manufacturing - machine tools, oil field 
and airplane equipment - to merchandising. We 
have fourteen operating divisions and subsid- 
iaries. Fach is for all practical purposes a 
complete and self-sufficient umit, and headed 
by a President or General Manager. 


In other words, ten years ago when we at U. S. 
Industries turned away from the manufacture of 
railroad equipment, and started to acquire new 


companies, we left their basic organizational 
structure intact. 


The main function of the home office is to 
bring these diversified units together in one 
corporate whole. That is done in two principal 
ways. 


For one, the head of each division reports to 
one of three corporate Group Vice Presidents. 


Second, we keep a staff of specialists at the 
head office. They service the divisions in such 
fields as finance, marketing, economic research, 
accounting, budgeting, taxation, public rela- 
tions and legal work. 


This decentralization provides built-in strength. 
It far outbalances some inevitable weaknesses. 
About strength, I would emphasize that each 
unit can stand on its own feet. Each manager 
is expected to show a profit on his operation. 
We have no elaborate bureaucracy to sit on de- 
decisions that should be made quickly and on 
the spot. We have a simplified chain of command, 
and no buck passing between committees. 


In a diversified organization like ours finan- 
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cial controls are by far the most valuable. Bud- 
geting is one type. You may be interested to 
know that we recently changed from a fixed, 
semi-annual budget to a moving quarterly bud- 
get. This will make it easier to keep on top of 
changing business conditions. Briefly, each 
division is charged with making up a three-part 
program. 


First, a three-months budget of sales, pro- 
duction costs, profits and related balance sheet 
items. 

Second, a nine-months forecast of operating 
results - by quarter-- beyond the first period. 


Third - and this is done only once a year - 
a broad projection of operating results expect- 
ed for the next five years. 


These divisional budgets are analyzed and 
summarized in the New York office. After re 
view, discussion and adjustment with the Vice 
President concerned, they are then accepted. 
A monthly check-up tells us how actual results 
meet projected goals. 


It would be futile for me, a layman, to strive 
for any original contribution to budget tech- 
niques. You professionals know a lot more 
about this than I do, else you ought to be fired. 
Let me try to fit the budget operation into the 
wider panorama of management practice. 


Here I want to give you some very personal 
reactions of one executive to that group of 
people - the budget makers - who periodically 
troup up to the front office, armed with volumi- 
nous facts and figures, which they hope will 
‘‘save the company’’. Let me speak honestly 
and straight from the shoulder, if I may. 


First, let me state that my company’s bud- 
gets meet the usual demands. They forecast 
reasonable objectives for growth in sales and in 
prof its. Benchmarks for cash, receivables, 
inventories and so forth are set down in the 
forecasted balance sheet and _ operational 
accounts. 


But, to bare my soul, what satisfies account- 
ants and what satisfies a man mid-stream in 
business decisions can be two different things. 
I have compared notes with friends heading 
other companies and we come to similar con- 
clusions. We have here a certain undercur 
rent of friction, unavoidable perhaps, despite 
a lot of give: and take, despite the pleasanr- 
ries that are necessary in this age of human 
relations for the sake of surface harmony. 


Why should there be conflict? What is its 
nature? Essentially, I believe, a good deal is 
due to ‘‘professionalism’’, which is an irritant 
to those outside the fraternal order. Profes- 
sionalism, of course, is not limited to account- 
ing - mention any profession and you get a 
good whiff of it. The strength or dilution usually 
depends on the practitioner, in inverse order 
to his ability. 


The essence of professionalism is usually 
a mixture, In part, it is pride in developing 
craftsmanship and high standards of practice. 
But there is also a jargon, a mystique, an ex- 
cessive claim to importance. 


Some accountants, despite unquestioned 
competence, have something like a mental pick- 
et fence, a bare tolerance of the non-account- 
ing point of view, a reluctance to stray outside 
familiar landmarks. ‘‘This and that’’ is consid- 
ered highest accounting practice by the Brah- 
mins, therefore “this and that’’ is certainly 
good enough for management. My reaction to 
the pretensions of over-done professionalism 
is ‘it’s spinach and to hell with it’’. 


What most industrialists are driving for in 
your area of interest is to develop budgetary 
control uniquely suited to our own operation. 
Make no mistake: apart from certain standard 
requirements, and I accept these, each company 
for best results must evolve its own system. 


I might almost say its a personal system, for 
this reason. The budget information, collated 
with so much sweat and tears, will fall far short 
of the mark - no matter how comprehensive, how 
searching, or how up-to-date it is - unless it 
manages to fit in with the particular approach, 
the administrative temper and the working 
habits of the company’s chief executives. To 
devine these requirements is your job, and your 
success is as much judged by your intuition on 
this score as by any objective evaluation of 
your work in cold daylight. 


Perhaps you are going to accuse me and my 
fellow executives of not knowing what we want. 
Why can’t we be articulate and give you exact 
specifications on how budget material should 
be presented? My answer is that planning is not 
routine enough, moves too quickly, to fit a set 
formula. The emphasis can shift all over the map. 


As for form of presentation, it requires judg- 
ment of priorities, of length of presentation, of 
proper use of graphs - all matters that change 
from one time to the next. And that most tick- 
lish question - what not to put before the boss - 
is almost impossible to answer. 


And one related point. Alert executives them- 
selves undergo a constant learning process 
through the years. Budget background and in- 
formation that is eagerly absorbed and wel- 
comed today may be ‘“‘old hat’’ tomorrow. The 
impatience of a youngster with a stage that he 
has barely outgrown is not entirely lost in the 
man. 


In a sense, I would say, middle management 
must keep pace, however limpingly, with the 
lessons learned by top management as it strug- 
gles through the wilderness of business chan ge. 
The budgeteer, therefore, can never freeze 
a given design of presentation without courting 
slights and rebuf fs. 


Perhaps this shocks some younger men im- 
bued with ideas of ‘‘scientific management’’. 
Business schools and case-study methods to 
the contrary, I remain an agnostic. 


Sure, there are yardsticks that we all know 
and that you can tick off in every primer by 
which ‘‘good management’’ is supposedly de- 
fined. But look closely: all that these tests 
ever define are the more routinized aspects of 
management, often mere administration. 


Now to be for good administration is like be- 
ing for motherhood - it’s wonderful! But there is 
the sin of over-administration that can smother 
you. You can be gagged with forms and hog 
tied with clearing procedures. One current text 
on budgeting recommends nine monthly reports 
to go to the President and thirty-two others to 
go to his chief officers. Friends, let us keep 
our passions in their proper place. Let us keep 
our perspective. The budget function must be 
kept subordinate because neither the accountant, 
nor any other specialist can run the show. 


Managing a large corporation often forces you 
to improvise. Rapid technological change, un- 
predictable business fluctuations - recession 
is what I mean - unforeseeable and powerful 
government policies -or their absence - represent 
a complex equation, equalling profit or loss. 
The variables and unknowns outrun the best com- 
puters. 


You, as an executive, can hold your chin 
above water only by deciding quickly what in- 
formation is absolutely indispensable. The 
rest can go hang. 


Sure, decisions are frequently re-evaluated, 
as conditions change. But the art of picking 
essentials- a highly personalized art- is what 
determines success or failure. 


A diversified corporation just never gives you 
enough time to hold your decisions in abeyance 
until all the information is in. So what is the 
point of studying a proposition to death, and be 
left with stale and irrelevant data? Besides, 
what are you supposed to be doing while waiting- 
hold your breath? As professional information 
gatherers, you may want to reflect on this. 


And while we are rattling rusty head irons: 
the best figures don’t begin to tell an execu- 
tive what he really wants to know. That is of- 
ten true even in areas where you would assume 
that figures tell a complete story. 


Illustration: 


A given product or department in the XYZ 
company may be losing money. And this condi- 
tion may last for a period. The accountants 
become irritated. They feel they know the facts. 
They have clearly presented the facts to mange- 
ment and management has not acted. Therefore 
they are being ignored. Their budget is once 
again in the wastebask et. 


Now the real life story may be altogether 
different. By way of explanation, take this case. 
A department head or division manager comes 
to you with an idea he thinks is a corker. The 
field is the man’s acknowledged specialty. 
You, the chief executive, disagree but you can- 
not sell your views. Just possibly your man is 
right. What should you do? 


Give an order and have it obeyed? Adminis- 
tratively, that is the easy way. But for you and 
for the company, it may be the hard way. Be- 
cause you are in a fair way of destroying the 
man’seindependence. In a sense, you are say- 
ing to him, ‘‘Leave the decisions to me, boy!’’ 


This world is just full of decision dodgers, 
both in high and in low places. Rare is the man 
who, after mature thought, will stick his neck 
out for what he thinks is right. He makes his 
mistakes, but I say he is entitled to them- in 
moderation. Without men who are strong in lead- 
ership, you soon bog down - you and a company 
of ribbon clerks. 


The upshot is that certain operations may show 
red ink while you are giving a man his head or 
enough rope. A high calibre man will not easily 
forget such a lesson, or the tuition fee. Quite 
likély he becomes a more flexible and valuable 
member of your management group. 


The inner plot in this kind of corporate drama 
is seldom revealed to more than a few intimates. 
The man who discussed this case with me in 
confidence did not even tell his own people. In 
the meantime, down the line, his controller prob- 
ably tore his hair. (That may account for some 
prematurely bald controllers.) 


I give you this glimpse behind the curtain to 
show you a different world from that in which 
you, as accountants and budget men, necessarily 
do your job. 


How do we bridge these two worlds? I believe 
that if you, individually, approach your job with 
some detachment, if you broaden your outlook 
beyond the limitations of the accounting disci- 
pline, you will gain balance. And you will put 
yourselves in a fair spot to being tapped for 
promotion, 


For the remainder of my time, let me comment 
briefly on my ideas on the scope of the budget. 
How do we make sure that the approach is broad- 
gauged, that the presentation has real depth? 


It would be presumptuous to me to educate you 
on technical budget making and controls. But to 
me, the budget can serve another important func- 
tion. The process of drawing up a budget can and 
should bring into focus the best thinking of var- 
ious staff specialists who are - or ought to be - 
thinking about the company’s long range plans. 


Second, the budget should provide an oppor- 
tunity to the people at department and division 
levels to discuss past results and future expec- 
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cations with their opposirce numbers at the head 
office. 


A group of executives were discussing this 
problem in my presence not so long ago. They 
found, and I agree in part, that such results are 
not easy to achieve. Why? Because too often 
there is insufficient understanding and cooper- 
ation between the specialists - the marketing 
people the production people, the financial 
men, the economists and statisticians, and the 
accounting and budget group. The man in charge 
of each function tends to be jealous of his juris- 
diction. Each specialist wants to report to the 
highest level of management he can reach. He 
stays aloof from his competitors. After all, 
does Macy’s tell Gimbel’s? 


Talk about upmanship, talk about grabbing the 
ball away from the next guy! The head man does 
not see everything, but from the stories I have 
heard some fellows must think we are blind! 


Able people are bound to be competitive. But 
when their energies turn not toward company 
affairs, but against each other, it is time to blow 
the whistle. 


Unfortunately, genuine teamwork - the only 
kind worth having ~ cannot be imposed from 
above. I believe, however, that if you put your 
staff functions on roughly the same or ganiza- 
tional plane - on the theory that cooperation 
works best among equals - you have a fair 
chance of success. Besides, there are ways 
of penalizing predation and rewarding fairness. 


To relate this again to the budget: it should 
represent the thinking of all staff members able 
to make a contribution, not just of a narrow 
functional group. A pure accountant’s budget is 
often top heavy with figures and ratios, and 
lacking in balance and analytic depth. The whys 
and wherefores in the forecast and estimate, 


the historical background, the relationships to 
the economy, to the industry, to the market are 
covered thinly or lost in the shuffle. And yet 
that is precisely what top management is looking 
for. 


A hurdle peculiar to budgeting in a decentral- 
ized corporation is a certain lack of contact or 
genuine rapport between division and headquart- 
ers. Yet without it, the budget will be a half- 
hearted substitute for the real thing. 


How do we achieve the easy, voluntary work- 
ing-together that is so desirable between field 
and central office? Let’s face it. The local 
office is prone to imagine the steamy breath 
of headquarters down their necks no matter 
how innocent the question or suggestion. Re- 
grettably, head office people - especially the 
lesser lights - tend to swell with importance the 
minute they get out to the field. The solution 
lies, I believe, in recognizing these unfortunate 
tendencies. Once we acknowledge them to our- 
selves, we may be taking the first corrective 
step. 


Let me end my remarks with a plea for the 
broadest and most flexible approach to the bud- 
get function of which we are capable. None of 
us has all the answers. Sure, the other fellow 
has his problems, but just conceivably he might 
be able to help us with ours. In your chosen 
profession - this may sound paradoxical - you 
must learn to rise above debits and credits, and 
look for the facts behind the figures. It is not 
the figures but the thinking behind them that is 
truly important. 


And last, remember in your work that you are 
not hired to satisfy the experts who write the 
books but your boss. For better or worse, the 
fortunes of the business rest in his hands. His 
needs - his foibles, if you will - deserve your 
tolerance as you help him chart the road ahead. 


The |, YOU & HE Point of Reference 


Have you ever had three people attempt to describe the same fact with different words, but starting with I, 
YOU & HE, and then study the various descriptions for similarity? Here are some we have heard. 


| am firm. 
You are obstinate. 
He is a pig-headed fool. 


| pay attention to detail. 
You get annoyed about trifles. 
He's a cranky, old fusspot. 


I’m a leader. 
You're a boss. 
He’s a slave-driver. 


Now try this: 
| lay my cards on the table. 
You are brutally frank. 
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TOPICAL INDEX 
USINESS Annals 1952 To June 1958 


UDGETING 


1 — THE BUDGET DIRECTOR AND HIS JOB 
a) Function and Philosophy 


The Philosophy of Budgeting — F. W. Anderson — April, 1956 

Basic Budget Philosophy — Richard Austin — April, 1955 

The Function of a Budget Director — A.E. Barry — Annals, 1954 

Budgets and People — Walter R. Bunge — May, 1953 

Budgets and the Certified Public Accountant — Walter R. Bunge — November , 1953 
An Economist Looks at Budgeting — Morris Cohen — September, 1957 

Frontiers of Management — Dr. Peter F. Drucker — Annals, 1952 

The Impact of People on Budgets — W. J. Edmonds — Annals, 1953 

The Human Budget — M.H. Forster — Annals, 1953 

Budgeting — A Management Concept — G. E. Jarchow — January, 1953 

Plans, People and Budgets — W.p. Knight — Annals, 1953 

Banking and Budgeting — John F. Mannion — October, 1957 

Developing & Installing a Budget Program — Arthur P. Meier — Annals, 1952 

The Function of the Budget Director — E. A. Vatter — Annals, 1954 

The Importance of Budgeting in Banker — CPA Cooperation — Glenn A. Welsch — November, 1956 
Education for Business Budgeting — J. T. Wheeler — April, 1953 

Is there any Such Animal? — John T. Wheeler — January, 1958 


b) Selling the Budget 


Selling the Budget to Line Supervision — Edward L. Beard — October, 1954 
Selling the Budget Principle — C. H. Eckelkamp — Annals, 1953 
Selling the Budget Principle — H. E. Mueller — Annals, 1953 


c) The Budget Program 


An Organization Just Starting a Budget Program — G. A. Blair — Annals, 1954 
A Comprehensive Budget Program — J. M. Maurer — April, 1958 


2 — FUNCTION OF BUDGETS 
a) What Management Expects 


What Can A Budget Program Accomplish? — A. G. Avant — November, 1956 

Top Management Looks at Budgeting — John R. Bartizal — September, 1957 

The Budget — Laurence E. Casey — February, 1955 

What Management Expects from the Budget — B. F. Coggan — January, 1958 

The Control of Decentralized Operations — A. R. Fey — April, 1957 

What Can A Budget Program Accomplish? — Alasen H. Franking — November, 1956 

What Management Wants from Budget — Henry G. Lykken — April, 1956 

Management Looks at the Road Ahead — Hamilton Merrill — Annals, 1952 

Management Control Thru Budgets — Visscher Millar — February, 1954 

Measuring Executive Performance — Richard F. Neuschel — Annals, 1954 

Control by Budget — J. L. Peirce — September, 1957 

A Modern Concept of Control — J. L. Peirce — February, 1955 

What Factory Management Expects from Budgeting — Frederick J. Port — February, 1956 
Budgeting & Forecasting Problems of a New Business — Clyde H. Thielen — October, 1954 
What Management Expects from Budgeting — Nelson C. White — May, 1954 

If Budgeting Important to the Operating Man — Nelson C. White — September, 1957 


b) Profit Planning 


Forecasting & Profit Planning Help General Foods Introduce a New Product — N.J. Curran — Apil, 1955 
The Budget — A Tool of Coordination & Control — Harry P. Dever — November, 1953 

Outline of Industrial Planning — W. J. Edmonds — May, 1953 

Profit Control by Analysis of Operating Profit Variation — Joe Grimm, Jr. — February, 1956 
Planning a Budget Program for Dynamic & Successful Management — G. R. Guthrie, Jr. — April, 1957 
Forecasting for Planned Profit and Control — C. E. Manteuffel — November, 1955 

Developing and Measuring Profit Objectives — Clarence B. Nickerson — September, 1956 
Techniques of Planning & Control in Operations — Boyd S. Oberlink — Annals, 1953 

Profits Are Worth Planning For — Charles P. Reynolds — November, 1955 

Effective Organization & Its Place in Profit Planning — Henry W. Spitzhoff — September, 1956 
Merchandising for Profit — W. R. Spurlock — October, 1955 

Promoting Profits Planning — J. L. Watson — April, 1958 


3 — TYPES OF BUDGETS 
a) Fixed and Flexible Budgets 


Outline for the Development of a Flexible Direct Labor & Mfg. Exp. Budget — Travis H. Cramb — 
June, 1958 

How to Live with a Fixed Budget — Frederick Janssen — March, 1955 

Control Through Variable Budgeting — Olin H. Baker — April, 1958 

The Variable Budget — A Modern Tool for Overhead Control — Thomas A. Dudick — June, 1958 
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b) Cash Budgets ye 
Cash Budgets & Methods of Preparation — E. W. Guge — January, 1953 q 


Capital Expenditures Budgeting & Cash Forecasting — E. R. Mueller — March, 1953 ag “% ' 

Depreciation, Economics & The Conservation of Cash — Dr. Robert M. Soldofsky — February, 1958 ee . 
c) Expense Budgets 
; Need Cost Reduction? Here’s How to Start — Kenneth L. Block — April, 1956 + Fae 

Factory Expense Budgets — ‘‘A key to Cost Control’? — Frank J. Boland — May, 1954 a “4 

How Much Should You Spend for Advertising? — Joel Dean Associates — January, 1954 Sy 


Preliminary Considerations for the Operating Budget — H. C. Doofe — January, 1957 Base ’ 
A Constant Reminder of the Cost of ‘‘Fringe Benefits’? — Charles E. Hooten — April, 1956 t 
Developing a Research Budget — H. H. Hopkins — Annals, 1954 ae 
The Value of Distribution Cost Analysis — Thomas J. McGann — February, 1956 Pa 4 
Getting More for Your Distribution Dollar — David S. Moffitt — October, 1955 

Travel Expense, A Budgeted I tem — John B. Morgan — June, 1956 ag es 
Budgeting Expendable Material — P. C. Ronayne — June, 1955 x ; 
Budgeting for Engineering Costs — Clyde Seeley — April, 1954 cae < 
Budgeting for Engineering Costs — Bob Sutton — April, 1954 ae ‘ 


d) Direct Labor Budgets 


A Direct Labor Budgeting & Scheduling System for R & D Activities — E. Nelson Drake — February, 1958 BP 
The Learning Curve Theory Applied to Production Costs — Robert H. Lundberg — June, 1956 a 
Effective Daily Controls for Manufacturing Costs in Job-Order Industries — Charles P. Reynolds — Nov. 1956 
: Budgeting with Standards — or a Case Study in Planning — C.J. Thomsen, — March, 1955 ge. 
i The Budgeted Hour — E. A. Vatter — November, 1955 Rs 


e) Capital Expenditure Budgets ie 


Determining the Feasibility of Capital Expenditures — Gerald Wentworth — June, 1958 
Capital Expenditure Management — Donald L. Cartland — November, 1956 ‘ 
Capital Expenditures and Return on Investment — Joel Dean — Annals 1953 ee 
The Capital Expenditure Budget — Horace G. Hill, Jr. — February, 1953 i ee 
Projecting Future Capital Effects — Horace G. Hill, Jr. — February, 1954 au 
Management of Capital Expenditures — Horace G. Hill, Jr. — March, 1955 ha” ig 
Capital Budgeting — Gust F. Johnson — April, 1955 “gta : 
The Post Completion Audit of Capital Budgets — Wm. B. Jolly — April, 1955 beets 
Fixed Assets — Control of Expenditure and Technique of Accounting — Frank Judd, Nov. 1955 es 
Survey of Capital Requirements of American Industry & Post-Armament Implications — Dr. Dexter M. Keezer ‘ 
Annals, 1952 
Control of Capital Expenditures — L. J. Moser — April, 1955 ee eso 
Capital Expenditures Budgeting & Cash Forecasting — E. R. Mueller — March, 1953 \ 
Preparing, Presenting & Screening the Capital Budget Projects — Lloyd C. Volling — April, 1955 
Capital Equipment Replacement Policy — F. H. Zoeller — February, 1956. 


f) Inventory Control 


Management of Inventory Investment in Manufacturing Industries — J. L. Bush — November, 1956 ee 


The Why and How of Inventory Control — L. F. Neitzel — January, 1957 af 
Budgetary Control of Inventories by a Food Chain — A. L. Nordstrom — April, 1953 We 
The Inventory Control Budget — R. A. Sanderson — June, 1953 ; 
4 — FORECASTING ee 
a) Sales Forecasting 
National Economic Factors in Business Budgeting — Yale Brozen — Annals, 1953 ? 
What Budgetary Control for Sales — Joseph L. Bubul — February, 1955 
Sales Forecasting & Marketing Cost Control — Roy L. Brittain — March, 1954 
Placing the Dollar Sign on the Budget — Stanley Z. Bronner — October, 1955 
‘ Forecasting for Financial Planning —C. B. Holdsworth — November, 1954 
i Coordination of Sales and Production Planning — Arthur P. Meier — January, 1953 
Forecasting Sales of the World’s Most Wanted Pen — Jos. W. VanCamp — November, 1954 
/ b) Long Range Programs 
Guides for Forward Planning — P.M. Chiuminatto — January, 1958 a 
Long Range Planning — Fred R. Haviland, Jr. — Annals, 1953 b.. 


Projecting Future Capital Effects — Horace G. Hill, Jr., February, 1954 

Long Range Planning and Forecasting — P.A. Lawrence — March, 1953 

The Growing Importance of Long Range Planning — W.F. Maxwell — June, 1956 
Long-Range Planning — Russel B. Read — Annals, 1954 

Long Range Metal Price Forecast Procedure — H. G. Stringham — March, 1953 
Long Range Planning and Forecasting — G. R. Westby — March, 1953 


c) Market Research 
Economic Factors in Business Planning — Dr. Chas. A. Bliss — Annals, 1952 es 
Market Research — Effect on Sales Budgets — R. F. Dick — June, 1953 


Market Objectives, Sales Plans and the Budget — John R. Sargent — Annals, 1952 bo sh 
Post-Armament Marketing — Forrest Walker — Annals, 1952 


d) Operations Research 


The Economy Ahead — An Econometric Approach — Jacob Baker — Annals, 1954 
Operations Research as an Aid in Planning — Arthur Brown — Annals, 1954 
: Operations Research as Applied to Modern Business Use — D. H. Schiller — February, 1956 


e) Operating Results & Balance Sheet Items 


Double Entry Forecasting — John M. Prizer — January, 1958 
i Standard for Balance Sheet Accounts — Research Committee Milwaukee Chapter, NSBB — February, 1956 
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5 — CONTROLS 
a) Budget Follow-Up 


Techniques in Budgetary Follow-Up — W. E. Dwyer — April, 1956 

Techniques in Budgetary Follow-Up — C.W. Jones —April, 1956 

Techniques in Budgetary Follow-Up — J. W. Malone — April, 1956 

Achievement of Profit Objectives through Reports — Frederick J. Muth — September, 1956 
Continuous Manufacturing Expense Budget Review as a Requisite of Sound Budgeting Technique — 


Russell F. Rose — April, 1957 
Techniques in Budgetary Follow-Up — A. L. Rudell — April, 1956 


Cost Reduction Through Budget Control — Malcolm K. Sheppard — June, 1955 
Performanee Analysis Reporting — Thorton L. Thurber — March, 1954 


b) Return on Investment 


Method of Computing Rate of Return on capital Expenditures — Horace G. Hill, Jr. — Annals, 1953 
Historical Return on Investment as a Management Tool — R. N. Lyon — June, 1958 


c) Break-Even Analysis 


Changing the Budget to Conform to Changing Conditions — Fred V. Gardner — October, 1955 
Correlation of the Break-even Calculation with the Budget — Harold R. Gearhart — April, 1957 
Bringing Break-even Analysis Techniques up to Date — Henry K. Klopstock — Jume, 1957 
The Marginal Income Concept of Control — Robert C. Trundle — March, 1957 


6 — BUDGETING FOR BUSINESSES AND INDUSTRIES 


Profit Control and Profit Measurement at Ford Motor Co. — W.W. Booth — September, 1956 
Budgeting & Accounting in the U.S. Government — W.J. Edmonds — June, 1956 

Financial Analysis in Johns-Manville — Stanley Green — April, 1955 

Budgetary Control Over Costs in a Retail Store — Milton Handelman — February, 1958 

A Practical Budgeting Program, in a Refractory Products Company — Ralph Luckaman — April, 1957 
Cost Controls for that Dream of a Lifetime — A New Home Office Building — Robert L. McCaffery — 


June, 1957 
Budgeting in a Community Chest — Lee Miller — October, 1953 


Budgetary Control of Packing House Expenses — John L. Mitchell — October, 1957 
Budgeting — The wWorld’s Biggest Business — Robert E. Merriam — October, 1957 
Retail Planning and Expense Control — Jack L. Selkowitz — June, 1955 

Financial Planning and Control for a Foundry — Roy Willison — March, 1955 
Budgeting in Switzerland — Frederick Janssen — June, 1958 


7 — MISCELLANEOUS 


a) Direct Costing 


Direct Costing — A New Tool of Management — Melvin C. Aichholz — October, 1954 
The Essence of Direct Costing — John A. Beckett — February, 1958 


b) Incentives 
Who Pays Incentives Based on Budget Performance & Why? Or Why Not? — William G. Schmidt — 
February, 1958 
c) Automation 
Electronics and the Future — E. W. Buge — April, 1957 


Accounting & Budgeting for the Automated Plant — DeWitt C. Cox — March, 1957 
The Influence of Automation on Budgeting — Alwyn M. Hartegensis — June, 1956 


d) Business Conditions 


The Scope of Business Finance — Alvin Brown — Annals, 1952 
A New Look at Business — George H. Coppers — Annals, 1952 
The Economy of 1957 — A Business Forecast — John P. Lewis — June, 1957 


e) Accounting Records 
A Method of Reporting Accounting Data for Purposes of Planning and Controlling Performance — 
Jim G. Ashburne — April, 1954 
f) Communications 
Effective Communications in a Changing World — Dr. Warren A. Guthrie — September, 1956 


Decentralization of the Comptrollers Function — Arthur S. Hudson — November, 1956 
Every Company should have a Budget Manual — Earle G. Milla — January, 1957 


g) Selling Prices 
Equitable Selling Price Determination — Harry P. Kelley — June, 1956 
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By: Marshall E. Hoyt 


Vice President and Treasurer 
Nash Engineering Company 
South Norwalk, Connecticut 


Management Looks at 


Budgeting and Planning 


Mr. Hoyt was one member of a panel exploring the subject of management's appraisal 
of budgeting and planning. He presents an outline of the function this management 
tool plays in the guidance of the Nash Engineering Company's operation. 


NASH ENGINEERING COMPANY 


The Nash Engineering Company began 
business in 1905, It operates one manufac- 
turing plant only, located at South Norwalk, 
Connecticut. This plant is also the execu- 
tive and administrative headquarters. 


The Company designs and manufactures 
pumping machinery of various types and 
sizes, mostly of a specialized nature for 
handling liquids, gases and liquid gas 
mixtures. 


The Company’s operations are integrated 
and comprise all the functions of design. 
manufacture and distribution of the product 
except pouring the required castings. 


Inasmuch as the pumping equipment is 
usually part of a large installation such 
as a paper mill or part of a heating system 
such as exists in the Empire State Building, 
much of our product must be fitted to the 
customer’s particular requirements and 
necessitates a considerable amount of 
application engineering. 


Our product is sold through manufacturer’s 
representatives except for two direct com- 
pany operated offices. 


The Nash Engineering Company is a 
closely held corporation in which the Senior 
Executives have large stock holdings. 


There are six directors who are also the 
six officers of the corporation and each 
one is the head of an operating division. 


There are a total of approximately 800 
employees on the payroll of the company and 
all hourly employees are paid on a straight 
hourly basis for work performed. 


With the company background in mind, I should 
like to discuss some of our methods of the manage- 
ment of our budgeting and planning. To do this, 
I shall endeavor to group the explanation of how 
we do it under the five recognized headings of the 
divisions of financial planning, namely: 1. Goals 
or Objectives of the Management; 2. Forecasting; 
3. Budgeting in terms of the Forecast; 4. Control- 
ling Operations; and 5. Appraisal of Results and 
Modification of the Forecast. 


MANAGEMENT OBJECTIVES 


Mentioned foremost among our objectives is the 
maintenance of a sound and ongoing business 
which benefits our customers, our stockholders 
and our employees. 


Our next long-time objective is growth. Due to 
the nature of our ownership and our management, 
and with the desire to have the business in the 
future pass into the hands of succeeding gener- 
ations of the present owners, the philosophy of 
growth through the retention of profits plowed 
back into the business in the one which we have 
adopted. 


FORECASTING 


The next heading with which we have to deal is 
that of Forecasting. 


For purposes of target in the Sales Division 
the sales are forecast in dollars for the coming 
year. 


Due to the nature of the business we have not 
attempted to subdivide the overall forecast down 
into lines of product to any exact degree. 


For a large number of years we have found that 
a composite of information gleaned from our past 
history plus the close knowledge of the appli- 
cations of our product and of the inquiries being 
received fromthe field, together with the economic 
outlook gleaned from pages of financial news- 
papers, business magazines, economic reporting 
agencies, etc., passing through the minds of the 
executive group and then being discussed by 
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them has produced a fairly accurate and workable 
sales forecast. 


In the Manufacturing Division a forecast of the 
basic units is made at the beginning of the year 
which takes into consideration the backlog of 
uncompleted orders and the possible requirements 
by sizes and types. 


Because the purchasing of castings and com- 
ponent parts is so closely geared tothe customer’s 
requirements, purchasing for material passing 
through the inventory is largely based on specific 
requistions for specific quantities of material 
released by the Production Planning Department 
at the time they are setting up machine schedules 
for the various operating departments. In the case 
of standard materials such as bolts, studs, ball 
bearings etc., the Purchasing Department does 
apply their knowledge of market conditions, dis- 
counts and such related factors to either increase 
or decrease the requisitioned amount. 


In the case of general and administrative ex- 
pense, Home Office selling expense and Engineer- 
ing Department expense, the forecasts on these 
are for a more or less fixed organization based 
on historical needs and are modified according 
to our Sales Forecast. 


Our research and development expense is one 
of our important items. The forecast for this ex- 
pense is the result of accumulating opinions and 
conclusions from our Engineering Department our 
Sales Engineers and our Executive Division, based 
on their contact with the field of sales, on the 


inquiries coming in to us .and on promising new 


fields of applications for our product. 


Concerning capital expenditures, we have no 
formal method of forecasting other than informal 
discussion among the directors of the Company. 


BUDGETING IN TERMS OF THE FORECAST 


At this point a brief explanation would be in 
order to explain something of the mechanics by 
which our actual budgeting is accomplished. 


As a first step, the chart of accounts for the 
General Accounting Department is revised and 
brought up to date to reflect any changes in the 
organization which might not have been corrected 
in the interim between the last issue and the pre- 
sent date. Thought isthen given asto any changes 
contemplated to the time at which the new budget 
will become operative and provision is also made 
for contemplated changes by setting up accounts 
to accommodate them. 


The Budget Director, a member of the Financial 
Division, then proceeds by gathering historical 
data, by interview with each Supervisor respon- 
sible for accounts and working with the forecasts, 
proceeds to detail a budgeted amount for each 
expense account reflected in the chart of account. 


A feature of our chart of accounts is that each 
expense account reflected therein is charged to 


some individual who is responsible for the con- 
trol of expense. This individual may be a Group 
Leader, Section or Department Head, Division 
Manager, or even a group such as the Directors 
themselves. Inasmuch as the expense budget is 
set up at normal rather than for the particular 
forecast, it follows that a ‘“‘normal’’ for sales 
must also be determined. In fact, it is this par- 
ticular figure which is the key to the entire 
budget because it is this normal sales 
which becomes the fulcrum for determining all 
of the rest of the standards, such as standard 
hours throughout the balance of the budget. Each 
other determined normal is in relation to the nor- 
mal sales on which the budget is predicated. 


At this point it may be well to give you adefini- 
toin of normal which I discovered in my reading 
and which I consider to be one of the best I have 
found. It is, ‘‘Normal Activity is the utilization 
of plant that is necessary to meet the average 
commercial demands over a period of time long 
enough to level out the peaks which come with 
seasonal and cyclical variations.”’ 


The manufacturing group is, of course, the 
largest group of expense accounts comprising the 
budget. All of the accounts reflected in the manu- 
facturing cost portion of the standard budget are 
at normal. Variable budgeting according to manu- 
facturing activity is then easily related to this 
budget which is to be considered 100% of activity. 


When it comes to the budget for planning the 
units to be manufactured, the yearly forecast, which 
I mentioned was made by the Manufacturing De- 
partment, is used to plan for the next three months 
production ofthe various types and sizes involved. 


Home Office Selling, Administration and Engi- 
neering expense are also budgeted in relation to 
the normal sales predicated on past history and 
the experience of the various supervisors obtained 
through interviews. 


The Budget for research and development which 
is an overall figure is the result of an appropri- 
ation set by the Board of Directors. 


The budget for capital expenditures is not part 
of the formal budget plan of the preceding ex- 
pense grouping but is more of a computation. 


The capital budget is really a figure determined 
as a portion of estimated retained earnings after 
providing for dividends, debt service and work- 
ing capital increase as seen through the projected 
profit and loss statement for the coming year. 


CONTROLLING OPERATIONS—GENERAL 


The next phase we take up is that of control- 
ling operations. The most usual forms of watching 
the state of any business are the conventional 
balance sheets and profit and loss statements. 
In our case a balance sheet and profit and loss 
statement are produced each accounting period. 
The accounting period being four equal weeks 
starting on Sunday and ending on Saturday at 
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midnight. There are thirteen such periods in the 
accounting year and as each period contains 
just four weeks payroll the periods can easily 
be compared, one with the other. The inventory 
of saleable merchandise is a running book in- 
ventory, which is operated through the use of 
a standard cost system. 


The balance sheets are worked up into the 
usual ratios, such as current assets to current 
liabilities, turnover, inventory as a % of working 
capital etc., and the resultant ratios are charted 
against national ratios for our industry to see 
how we are doing compared with the national 
average. 


On our sales the sales dollars of new bookings 
are reported daily to all divisions. All of our 
directors and especially the Sales and Finance 
Divisions compare these new bookings as period- 
ic and running totals with previous years per- 
formances and with our own forecast. In addi- 
tion the backlog is reviewed by the directors 
after it has been charted to show continuing 
trends. 


A profit and loss statement is prepared which 
compares cost of sales and the commercial ex- 
penses down to operating profit with the standard 
variable budget for the volume attained. 


In addition, a product income analysis is 
made by lines of product which show the sales, 
the manufacturing cost, the representation ex- 
pense and the commercial overhead expense for 
each line, resulting in a summarized P & L for 
each line of product, the total of which adds 
back to the P & L Statement for the company 
as a whole. 


CONTROLLING OPERATI ONS - 
MANUFACTURING 


In the Manufacturing Division we shall discuss 
first the control of the units which are be- 
ing produced. A master control of these was 
the forecast of the number of units which we 
should make during the year, with a budget of 
three months planned production being made at 
the beginning of the year and maintained until 
changed. The daily sales sheet giving the total 
dollars of booking and detailing it down to the 
types of items and the quantities areé—saceumu- 
lated by the manager of the control charts of the 
Manufacturing Division and the cumulative total 
of units booked each week are chartéd on the 
same chart as the yearly forecast and the three 
months planned. In this way the actual petfor 
mance of new bookings by units is Compared 
with the budget and forecast. 


As time standards are set on each operation 
for each piece by a time study section, as part 
of our standard cost system, the planning of all 
lots is based on an allowance of the standard 
time in which to do the operation. As a by-prod- 
uct of reporting the start and finish of the oper- 


ations on a lot we are also able to compute the 
actual time taken, and through the use of tabu- 
lating machines these details are _ collated 
and printed as reports which are distributed to 
the foreman of each operating department we ek- 
ly. In addition a copy goes to the time Study 
Department. 


On the labor and expense accounts of all 
shop departments the allowed dollars for the 
period are compared with the actual dollars 
spent and are reported to each person charged 
with the responsibility for control of an account 
as defined by our chart of accounts. Additional- 
ly, departmental operating reports are made up 
each period for the thirteen periods of the 
year on a number of different bases of compari- 
son. 


One basis compares the standard cost cleared 
with the actual cost. Another basis compares the 
allowed cost as determined by the variable bud- 
get with the actual cost. Still another basis shows 
the extra allowances granted for the period. These 
reports are made up entirely on the basis of the 
expense accounts shown to belong to a department 
by the chart of accounts. 


The Number | comparison of course is the stan- 
dard cost cleared compared with the actual cost. 
The variances thus indicated show up in total 
in the profit and loss statement as either a labor 
and expense of a material cost variance which 
are added to the standard cost of goods sold. From 
these totals we can move down through the sum- 
mary by departments intothe individual department 
and thence to the particular account which is 
causing the largest percentage of variance. This 
can then be traced down through the individual 
debits and credits to that account for the period 
so that the payroll or the purchases of either 
goods or services can be examined and detailed. 


Except for the Home Office selling expense 
which is considered part of our commercial over- 
head, our expense of making sales is represented 
mostly by commissions paidtothe Manufacturers 
Representatives and as this is a percentage of 
the sales actually consummated it is automatically 
controlled. The expense of selling, therefore, be- 
comes in our case one that almost completely 
varies with volume. 


On the general and administrative home office 
selling and engineering expense, control lies in 
the hands of the directors and the management 
committee. These accounts are watched to see 
the actual expense does not vary in any large 
degree from the fixed budget. 


As research and development actuals are ac- 
counted on a modified job cost basis, the com- 
pilation and summarization of these statistics 
are reported periodically to all directors showing 
what projects are in progress, what had been spent 
on them up to the beginning of the period, the 
new expenditures for the period and the deduction 
of any saleable items removed from the projects. 
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Through such a report there is a knowledge every 
four weeks of just what projects are being worked 
upon and how much each has cost to date. 


The figure determined for capital expenditures 
budget, which, as I previously stated is a total 
number of dollars for a year, is charted in cumu- 
lative form and the total of expenditures each 
period of a capital nature are charted cumulatively 
from period to period against the budget. This 
affords in chart picture form a very quick summari- 
zation of how we stand at the end of any period 
in relation to our anticipations. 


APPRAISAL OF RESULTS 


The final phase of financial planning is, of 
course, appraisal of results and modifications of 
the forecast. From the chart showing the sales 
statistical picture for each line of product we are 
able to see the comparable bookings, shipments 
and the backlog charted out to show its trends. 
As the backlog trendedto grow, an appraisal was 
made that showed we had reached plant capacity, 
and the! only immediate step that could be taken 
was to lengthen the delivery time to the customer 
of the finished product. This was done after a 
long term appraisal which indicated that orders 
would again trend down, allowing us to catch up 
on deliveries and bring the backlog into a more 
normal position. That is what is happening at the 
present time. 


On the unit forecast sheets in the Manufacturing 
Division the yearly forecast, the three months 
planning and the week by week receipt of orders 
all show superimposed onthe same chart. If actual 
results are not measuring up to forecast and plan- 
ned anticipation or if they are much exceeding an- 
ticipation the result is corrected in the next plan- 
ning period by putting through what we refer to as 
a plus or minus change. In other words, if results 
are not coming up to expectation, planning is not 
done along the line of the forecast but is stretched 
out along the line of the trend of the receipt of 


orders by virtue of not planning any new produc- 
tion inthat line until new bookings again catch up. 


Again in the matter of standard time I mentioned 
that the Time Study Section receives a copy of the 
standard versus actual time on each operation on 
each piece. They are guided by these time re- 
ports, and where the variances show to be greater 
than tolerances one way or the other, a restudy of 
the situation is indicated and a new standard 
time is created. 


From the product income analysis the manage- 
ment group is able to see whether each line of 
product is performing to average or at least to the 
expectancy for it. If not, clues are obtained as to 
the lines of product on which it is necessary to 
redesign the product itself, or the method of manu- 
facture or its price structure. 


In the commercial expense group we have car- 
ried into operation the techniques of the standard 
budget against the actual costs and actually draw 
off each period a departmental operating report 
indicating the standard cost cleared for each ac- 
count within the department, and the actual cost 
generated, together with the resulting variance 
and giving extra allowances in those accounts 
where management cannot be expected to control, 
such as an increase of property taxes within the 
municipality, it is possible to know where to look 
to keep expenses in line with anticipation. 


The comparison of research and development 
expense as an actual percentage against sales 
compared with the percentage anticipated in the 
standard budget gives management the clue as to 
whether an accelerated or decelerated program 
should be instituted. Finally, the examination of 
the chart of anticipated expenditure and actual 
cumulative periodic expenditures in the capital 
field is the medium through which it is possible 
for management to determine whether or not they 
are allowing growth to take place faster than 
warranted under their overall policy. 


BUSINESSMAN’S VOCABULARY 


A PROGRAM - Any assignment that can’t be completed by one telephone call. 
UNDER CONSIDERATION ~ Never heard of it. 

UNDER ACTIVE CONSIDERATION - We're looking in the files for it. 

NOTE AND INITIAL — Let’s spread the responsibility for this. 

LET’S GET TOGETHER ON THIS — I’m assuming you're as confused as | am. 
WE ARE MAKING A SURVEY ~- We need more time to think of an answer. 
WILL ADVISE YOU IN DUE COURSE ~- If we figure it out, we'll let you know. 
SPEARHEAD THE ISSUE — You be the goat. 

TO EXPEDITE — To confound confusion with commotion. 

THE ISSUE IS CLOSED -— I'm tired of the whole affair. 
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PLANNING 


AND 


PSYCHOLOGY 


Dr. William J. Crissy 
President — Personnel 
Development, Inc. 
Addressing Ninth Annual 
NSBB National Conference 
New York — May, 1958 


The psychological aspects of what makes a good planner, what pit-falls he 
must avoid and what challenges he must accept are discussed in this article. 
The information, of course, has universal appeal and is not limited to budget 
people, however, Dr. Crissy has slanted his remarks to the particular role of 
a budget man and his place in the forward planning of company affairs. 


As a backdrop for our discussion together, I 
would like to point out some things about a human 
personality, your’s, mine and the other fellow’s, 
and relate that to the personality of your business 
because every business certainly has a person- 
ality, the same as each individual has. No two 
of them are alike any more than two individual 
personalities are alike -- and then use that as a 
backdrop for an exchange of ideas with you about 
planning, particularly certain psychological or 
human factors that influence planning. 


The normal personality, which we can define 
quickly as everyone in NSBB, is typically 
purposeful. There are aspirations and goals, 
some short range, some long range, some realis- 
tic and some rather ephemeral that characterizes 
the normal personality. These goals are transient 
sometimes, sometimes they persist to almost 
the point of compulsiveness. However, the devia- 
tions from the normal personality often take two 
main threads for streets. There are the immature 
personalities. These are folks who, though adult, 
are victims of their environment and they try to 
be all things to all men. They’re thinking or 
doing this today and that tomorrow. They liter 


ally don’t have much selfness. The neurotic is 
an extreme example. The thing that bothers us 
most about the neurotic is his lack of predict- 
ability. 

The other thread or road of deviation are those 
folks who, though they seem to have goals and 
aspirations, because of warped values, twisted 
character if you will, tend to be both personally 
and socially unacceptable. And if they’re ex- 
treme enough, the gentlemen come in white with 
a net and take that person off and institutionalize 
him for society’s own sake and safety, as well 
as his own personal safety. 


So it is, I think, with businesses, Most busi- 
nesses are normal in the sense that they have 
short-range and long-range goals in life. Further- 
more, these goals stem from a value system which 
is morally and socially acceptable in the market 
place, in the industry, in society at large. But 
you and I could cite some examples of neurotic 
business personalities. They have sort of 
grown like Topsy. They don’t know where they’re 
going. They grow hot today and get cold tomor- 
row. 
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There are also some companies that stay pret- 
ty persistent on their goals, but those goals 
are relatively unacceptable in terms of economic 
criteria, social criteria and the like. 


CORPORATE PERSONALITY 


So what we’re going to do then is to discuss 
the corporate personality and its planning side, 
where you gentlemen fit in. I would certainly 
not be presumptuous enough to invade your area 
as special knowers, namely finance. Let’s be- 
gin by saying to ourselves -- What is planning? 
Whether it occurs on the part of the individual 
in mapping his life, whether part of the corpora- 
tion in mapping its life. 


Well, a little reflection shows that there are 
two basic ingredients in planning in both in- 
stances. First, there have to be some goals,or 
targets or objectives set up. These can be 
plotted on a time continuum. Some are relatively 
immediate; some intermediate; some pretty long 
ranged. There has to be congruity among these 
goals. I should suppose parenthetically this is 
often a problem on your part in helping with the 
planning of money in your company. You have 
to take a pretty long range perspective, particu- 
larly at the cost at which money is sold today 
in today’s market, or has been until relatively 
recently. 


There is also the other side of the coin of 
planning, namely, once the targets are set and 
agreed upon, what programming or blue printing 
should be done to best achieve these particular 
targets? Cbviously, these are interactive. As 
a blue print is laid out to reach one or more 
goals and then in administrative practice short- 
comings are found in the blueprint, you may 
have to go back and shift goals a little bit. 
When the individual, you see, readjusts his 
goals, we as psychologists say he is sub 
limating. Now, the company too has to subli- 
mate. It has to literally lower its sights or raise 
them or readjust its sight as a program becomes 
implemented. 


Planning also certainly is characteristically 
a predictive process. One eminent management 
philosopher in his text book defined planning 
as simply systematically looking ahead. It has 
prediction implied in it, both in the goals be- 
cause they’re future, on back to fairly immediate 
ones, and the program is a projected program. 
It gets a breath of life blown into it when it be- 
comes part of administrative policy and practice. 
I think we can state as an axiom that the longer 
range the prediction of anything, the more subject 
to error the prediction is. And if I were to 
draw a corollary, I would say, therefore, that the 
longer range a particular plan is, the more neces- 
sary it is in presenting it,in all fairness to the 
management,to indicate the likelihood of error. 


For example, in the paper industry particularly, 


if the company draws its pulp supply from Cana- 
dian forests rather than from Southern United 
States Forests, it wou'd seem to me that there 
would have to be at least some thought given to 
what’s going to happen to this company seventy 
years from now, because it’s that long between 
when the seeds are put in the ground and when 
the trees are there for harvesting. 


I would suppose, there might be quite a few 
individual differences in NSBB as to the number 
of years ahead these so called long-range 
objectives have to be projected, but I’m merely 
stating that the farther ahead they are, the more 
error inherent in the prediction. And this affects 
both the goals and the blueprint. 


AN IMPORTANT INGREDIENT 


Now, I think also -- and here I feel on firmer 
ground -- that no one, you or me or anyone else 
can contribute very constructively to group plan- 
ning; (in the case of you gentlemen who are cor- 
porate officers, the group is the overall company, 
in the case of you gentlemen who are let’s say 
farther down in the chain of command, the group 
I refer to is your operating division) no one can 
effectively and constructively help plan for a 
group unless he himself is manifestly a good per- 
sonal planner, because one important ingredient 
is immediately removed from his ideas quite 
aside from their intrinsic merits, believability. 


Also I think the characteristic that makes for 
a great business leader is that when things are 
going pretty well he leads without seeming to, 
and when the group is threatened, he becomes 
a strong and effective shall we even say auto- 
cratic leader. Thus again, relating this to the 
soft period we find ourselves in, this is then no 
time for you as a specialized knower to sit back 
and wait for democratic process. In fact, the 
more conviction and confidence you have in your 
ability as a knower and the stronger you state 
what you know to be sound in your own good re- 
flective analytical thinking, the more acceptable 
to your colleagues. Cn the other hand, perhaps 
two years ago, you had to be a pretty subtle seed 
planter because things were going just dandy, 
and of course any staff executive quickly 
realized that he is a seed planter. If orchids 
grow they belong to higher management. If 
weeds come up, they’re unmistakably your own. 


What I think I’m trying to say on that point is 
that you must have not only the knower qualities 
required . . . there’s no excuse for not being a 
professional knower in your post - but in addi- 
tion to that, you have to have sufficient flexi- 
bility to know the most effective way of present- 
ing what you know in the way of planning so 
that action will be taken. 

And I think we can state as an axiom that the 


more the group is threatened, the stronger the 
leadership required. 


If I might cite something from the newspapers 
we’ve been reading, look at what has happened 
in France. They want the strong man on horse- 
back because their very real and national con- 
tinued existence seems threatened. They don’t 
want dilettantes; they don’t want existentialist 
philosophy to be discussed in the chambers. The 
country’s life is threatened. They want a strong- 
handed fellow who will say, ‘‘We’re going to do 
this, and we’re going to do that, and if you 
don’t do this, we'll shvot you.’’ You see lead- 
ership in a company or in a country or in a church 
is as much a part of the conditions that surround 
the group to be led as ase the personal quali- 
ties within the individual. 

Now again, I’m not discounting you as knowers. 
You must be that; but you also must be flexible 
in the way you use your knowledge to profit for 
your own companies. 


PLANNING FACTORS 


Let’s take another question on this matter of 
planning. What are the factors of positive value 
in ef fective planning? I would have to put first, 
and I think you would too, systematic analysis 
of the past. This applies again to an individual 
or to a company. An individual can’t make sensi- 
ble plans forward independently of a systematic 
review of what he has done up to the point where 
he’s projecting future plans. 


I think a second important positive value is 
freedom to be wrong... . freedom to be wrong. 
This gets right at the heart of corporate as well 
as lower middle management climate. If the cli- 
mate is such that if you get your neck out and 
haven’t guessed right, you’ll get a scarlet let- 
ter put on your head, you won't stick your neck 
out very often... not if you’re wise. The atmo- 
sphere then for planning has to be a climate in 
which analytic deliberate thinking is done, but 
where the person knows that if he states a 
thoughtful suggestion, plan if you will, and it 
doesn’t happen to work out just as he blueprinted 


it, he won’t have his head chopped off. 


Again, there are two basic criteria of chosing 
alternatives in planning. Well, again, you're 
mapping the twenty-year financing of capital ex- 
penditures or you’re mapping merely the next 
quarter ahead . . . risk and loss and of course, 
the worst kind of planning happens to be no plan- 
ning at all, which is a kind of planning but an 
undesirable one. 


I think a third factor of positive value in com- 
ing up with profitable, workable plans is rela- 
tive freedom from administrative decision mak- 
ing. If you have the burden on you to do some 
thinking about objectives and blueprints to ar- 
rive at them, then you had better free yourself 
from the continuing interruptions to the mental 
process needed that come with administrative 
decision making. 


I happen to know pretty intimately one company 


where the controller had a very grievious weak- 

ness in his own organizational structure. He did- 
n’t have a strong, Number Two man, and he found 

himself so much of the time beating our fires, 
making immediate decisions, operating by exped- 
iency that he never did the kind of things that 
were expected of him as the first controller of 
that corporation. In fact, he lefe such a sour 
taste in that company that they discontinued the 
of fice of controller when they brought about his 
resignation with regret. So, you must free your- 
self from this continuing interruption and break- 
down of systematic, free-flowing mental process 
that you need for planning. 


Also, I think a fourth factor is taking a proper 
time perspective. You see, we said planning is 
basically future stuff. Too frequently if we 
get compulsive about our planning, we come up 
with a neat ideal plam but a day, a week, or a 
month or a year late, Better to have had a 95 per 
cent good plan at a time when it could be used. 


Someone pointed out to me that one of the 
things that is a barrier to good planning is that 
all of us seem to have such excellent twe nty- 
twenty vision looking backwards, but sometimes 
only two-twenty vision looking ahead. 


I think a fifth factor of positive value in plan- 
ning is making sure that communication channels 
are open, especially those channels that lead 
ideas upward to where you sit. If you attempt 
to be a sort of Buddha on high with pearls of 
wisdom and the heads nod because of your posi- 
tion, rather than because of your mind power, 
then you won’t be as good a planner as if you 
build in an encouraging climate where you will 
get the ideas of those people who rank below you. 


And then of course, sixth and pretty obviously 
as fundamental as this analysis of the past, is 
always, in planning, to think in that necessary 
three-fold frame of reference . . the company, the 
industry in which it competes and the economy 
generally. You see again a harking back to 
your personality and mine. Your personality is 
definable as it interacts with an environment, 
chiefly a social environment. 


It would have been pretty hard to describe 
Robinson Crusoe as a personality until Friday 
came along. 


Now, your corporate personality doesn’t oper- 
ate in a vacuum either. It operates within an 
industry frame of reference. That doesn’t mean 
that you’re a victim of historic precedent pecul- 
iar to your industry, but neither does it mean 
that you become so maverick there that you can 
no longer feel you’re part of the group. 


Likewise, in the economy generally, the plan- 


ning has to be tempered to conditions now and 
ahead. 
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BLOCKS TO PLANNING 


Now, let’s turn the point over and think for a 
few minutes about some blocks that occur to 
effective planning. Perhaps one of the most 
fundamental,and I guess the older we get the 
less flexible we are necessarily, is fear of the 
new, fear of breaking precedent. I read a little 
piece in the Management Journal a few years ago 
and I speculated that a good bit of management 
mind power has been expended unprofitably 
just thinking how the old boy would have done 
it if he were still alive. 


A second block is the bias of status. In other 
words, too often our evaluative process with 
regard to an idea expressed is linked more to the 
status of the source than it is to the intrinsic 
merits of what is said. Sometimes it really 
pays to be ignorant and a relatively knock-kneed, 
bushy tail assistant to the Manager of paper 
clips can come up with an idea for us, so we 
should not let the status of the originator be 
too overwhelmingly a factor. On the other hand, 
you know as well as I, that one of the things 
that really troubles us in planning is that we 
have to build our plans on facts, and we never 
have enough of them, opinions (and there are 
two ingredients in an opinion, what is said and 
who says it,) and then assumptions and some- 
times even prejudices creep in. 


A third block is a kind of loathness to dele- 
gate administrative functions so we can clear 
the air. We're afraid that if we cut into that 
Number Two of ours they’ll find he’s so effec- 
tive at it, they’ll put us out to pasture. 


Also we sometimes are busy surreptitiously 
filling our basket with things to do, and yet we 
verbalize to our management colleagues, ‘‘If I 
only had time to think.’’ Everyone always nods 
his head and says, ‘‘Yeh, me too. If I only had 
time to think.’’ If you deny that it is worthwhile 
to have more time to think -- It’s like denying 
motherhood and advocating sin. 


Fourth, I think, is an unbalanced work-load. 
Too many things to do and not enough time to do 
them. It may have its implications, though, and 
periodically making a review of our own job re- 
quirements may remove this block. 


Fifth, an uncritical acceptance of tradition - - 
tradition is fine. We must look at the past to 
understand the future a little more clearly, but 
sometimes - - well, this is the way we’ve done 
it - - is the most potent argument used for the 
worth of a plan. 


Sixth, and this gets right at the heart of the 
personality of your executive involved. The per- 
sonal security of the individual tends to be too 
oriented to the environment. 


Now, let me elaborate a little bit. People 
vary considerably in what personal security 
means to them but it’s my hypothesis that in the 
effective planner personal security is self- 
oriented. It’s almost a synonym with self-confi- 
dence, confidence that I can keep ahead and cope 
with change. The individual who has his secur- 
ity linked to his environment doesn’t belong in 
a management post, particularly one that puts 
such a premium on planning. If I were psycho- 
analytic in my psychological upbringing, but I’m 
not, I would say the fellow who is environment 
focused is regressive, and he is seeking to climb 
back into his relatively protected climate of a 
womb. It was so free-wheeling and warm in 
there and so he doesn’t want to threaten the en- 
vironment or to have environment threaten him. 
He makes a poor planner. The fellow who 
bounced out with a splash and has been going 
ever since has the security linked with self- 
confidence that enables him to try the new. 


And then the seventh point - - failure to pro- 
perly and objectively evaluate lessons from the 
past. This is the other extreme. The fellow 
who feels I’ve got to always have something new 
on tap. Sometimes the old is still worthwhile. 


And then, of course, and I come back to anoth- 
er point that we previously made, failure to al- 
ways keep a broad enough perspective to con- 
sider the company’s long range and short range 
objectives. The industry in which the company 
must interact as a good citizen and the economy 
generally. This I think in summary is a good 
planner. He looks to the past and studies it 
critically, so that he can look up the road more 
clearly. 


Horace C. Hill, Jr. 
At Rostrum Acknowledging 
Receipt of Honorary Membership 


In recognition of outstanding past services the National 
Society for Business Budgeting bestowed Honorary Mem- 
berships on two former members of the organization. The 
presentations took place at the annual meeting of the mem- 
bers following the national conference held in New York 
in May of this year. 


Recipient of Honorary Membership No. 2 was Mr. Horace 
C. Hill, Jr. of the Philadelphia Chapter. Mr. Hill was a 
member of the New York Chapter of NSBB when the Society 
was incorporated in 1951, and late in that year was in- 
strumental in adding the first new chapter, Philadelphia, 
to the original four of New York, Chicago, Milwaukee and 
Twin Cities. He became the first president of this new 
chapter. 


Mr. Hill is a recognized expert in the field of capital 
budgeting, and while at the Atlantic Refining Company, 
where he was Budget Director for 25 years, he developed 
a ‘Discounted Cash Flow Method’’ for computing return 
on investment. 


The topical index of articles published by NSBB from 
1952 to 1958 reveals that the society has published four 


articles written by Mr. Hill. In addition to his manuscripts, 
he has spoken at NSBB National Conferences and seminars 
and his contributions at the chapter level are to numerous 
to list. 


Mr. Glenn A, Blair of the Cincinnati Chapter was recip- 
ient of Honorary Membership No. 3. Mr. Blair was honored 
in particular for his work in elevating the magazine 
‘*Business Budgeting’’® to a publication that the NSBB 
organization can be justly proud. He contributed certain 
valuable experience he had gained some years prior to his 
joining NSBB, when he was associated with a newspaper. 


In addition to his contribution to the national organi- 
zation in this respect, Mr. Blair also was the organizer 
of the Cincinnati Chapter in 1953, and served as its 
first president. Mr. Blair is no longer associated with 
budgeting work, however, he assures us that his interest 
in the society and its aims will be maintained always. 


The entire membership of the Society wishes to express 
their thanks to these men for each of the contributions 
they made to the welfare of the organization. 


PAUL D. FLATZ, Works Auditor, U.S. Steel- 
Gary Sheet & Tin Co., Beverly Shores, Indiana 
FRANCIS E. STALEY, Division Accountant, 
Muirson Label Co., Inc., Peoria, Ill. 

J. R. McMAHON, Manager, Budgets & Reports, 
Bell Aircraft Corp., Buffalo, New York 

L. PAUL DeLONG, Budget Director, Behr-Manning 
Co., Troy, New York 

CHARLES A. BECK, Budget Manager, Mead 
Johnson & Co., Evansville, Indiana 

RUDOLPH KRESH, JR., Cost Accountant, Lehigh 
Structural Steel Co.. Allentown, Pa. 


CLAYTON L. BOYD, Budget Div. Mgr., Accoum- 
ing General Office, Caterpillar Tractor Co. 
Peoria, Ill. 

G. B. RAISNER, Treasurer, Tyson Bearing Co., 
Div. of SKF Industries, Inc., Massilon, Ohio 


WILLIAM L. EDWARDS, Jr. Controller, E.W. 
Bliss Co., Canton, Ohio 
WARREN H. CARR, Budget Director, Texas 


Eastern Transmission Corp., Shreveport, La. 

EARL CUNION, General Accountant, Hupp Avia- 
tion Co., Chicago, Illinois 

EDGAR R. FOLKERS, Asst. Works Auditor, In- 
ternational Harvester Co.-Wisconsin Steel 
Works, Chicago, Illinois 

CHARLES F. HIMES, Budgets and Cost Analysis, 
International Harvester Co.-Wisconsin Steel 
Works, Chicago, Illinois 

JOSEPH MANN, Director of Budgets & Forecasts, 
Fedders-Quigan Corp., Maspeth, New York 

JOSEPH V. DOOLEY, Asst. V.P.-Operations 
Admin., American Airlines, Inc., New York, New 
York 

LABAN W. WILLIAMS, Supervisor Budgets, Gulf 
Oil Corp., New York, New York. 

GEORGE S. GREENE, Jr., Supervisor, Budgets 
& Profit Analysis, Foote Mineral Co., Phila. Pa. 
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NSBB ANNOUNCES FORMATION 


OF FOUR NEW CHAPTERS 


The necessary ‘‘key’’ man required in the formation of 
a new chapter was located in four United States cities 
toward the end of the 1957-1958 chapter year, and the 
Chapter Formation Committee headed by Donald C. Bacon 
concluded a successful year with the assistance of these 
men. The four (4) cities or areas involved are: 


HOUSTON, TEXAS; HARTFORD, CONNECTICUT; CALU- 
MET REGION, ILLINOIS and NIAGARA FRONTIER, 
NEW YORK. 


We cannot hope to cover everyone involved in the for- 
mation of the new chapters, but we wish to acknowledge 
the special help of the following men for their efforts 
in bringing the new chapters into the NSBB fold. 


JERRY C. BROWNING 
MISSION MANUFACTURING COMPANY 
HOUSTON, TEXAS 


JOHN F. McDONNELL 
LANDERS, FRARY & CLARK 
NEW BRITAIN, CONNECTICUT 


HOWARD C. GIBSON 
HOOKER CHEMICAL CORPORATION 
NIAGARA FALLS, NEW YORK 


DONALD C. BACON 
R.R.DONNELLEY & SONS 
CHICAGO, ILLINOIS 


The addition of these new chapters has contributed 
strength and growth to the society, and we all confidently 
believe that the continued growth and sgature of our 
society is assured through the introduction of new chapters 
into the NSBB family. We welcome new members and we 
ask that they become vocal in their participation in the 
aims and duties of their budgeting society. 


Additional Chapters are in process of formation under 
the leadership of the following men: 


ATLANTA — E. J. Rozhon, Allstate Insurance Company, 
805 Peachtree, N.E., Atlanta, Georgia 

BIRMINGHAM — A.L. Harwell, Anderson Electric Corp., 
P.O. Box 2151, Birmingham, Ala. 

FORT WAYNF — Frank Lightfoot, Ernst & Ernst, 603 
Indiana Bldg., Indianapolis, Ind. 

KANSAS CITY — Stewart Mitchell, Allstate Insurance Co., 
4800 East 63rd Trfwy, Kansas City, Mo. 

MONTREAL — J. H. Morgan, Canadian Chemical & Cel- 
lulose, 2035 Gay Street, Montreal 25, Que. Canada 

PEORIA — C. L. Boyd, Caterpillar Tractor Company, 
Accounting Gen Office, Peoria, Illinois. 

PITTSBURGH — Richard E. Austin, Westinghouse Electric, 
P.O. Box 2278, Pittsburgh, Pa. 

SEATTLE — D. D. Schindele, W. P. Fuller & Co., 222 
Queen Anne Avenue, Seattle, Washington. 


Any assistance a member can give to these men will 
be appreciated. 
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LETTER TO TIE EDITOR 


Dear Sir and Editor: 


1 am writing this letter to say thank you to all the kind people who made my wip to the NSBB National 


Conference in New York such a memorable occasion. 


First, | would like to thank the 


entleman who founded the National Society for Rusiness Rudgeting — 


because if he hadn't, then there wouldn't have been a convention in the first place. 

Next, I’d like to thank the gentleman who made the deal with the Indians for Manhattan Island — because 
if he hadn't, then there wouldn’t have been such a fabulous city, either. Oooh! | can just close my eyes and feel 
that plane gliding down to the runway at La Guardia — but | don’t want to keep them closed too long. I'd hate to 
miss that view. Never in my life has this ‘inlander’ seem so much water. | felt like the “‘Ancient Mariner.” 

From the air, you could just picture how it looks on the maps in the geography books, only now instead of 
just reading about it, | could get right down there and live in it for a few days. 

Can you imagine the telephoning, the get-togethers, the discussions that must have been necessaryto plan 
the schedule for the ladies? Ilow many ideas must have been thought up, talked over, discarded? With so much 


to do in such a marvelous town, I’m awfully 


lad they choose exactly as they did. Mrs. Eckelkamp and Mrs. 


Serenbetz, thank you so much for your company for breakfast at Macy’s and the tour and the shopping. But more 


so, thank you for the Circle Line boat trip. 


What could you hope to see in New York that the boat wip didn’t point out to you? “‘The Cleisters”, you'd 
read about in ‘‘Marjorie Morningstar’’; Yankee Stadium and the Polo Grounds, you've heard about all your life: 
Bellevue /lospital, and its marvelous medical achievements, the Brooklyn Bridge, the ocean liners, the garbage 
scows, Little Toot (and his father Big Toot), Wall Street, and the Empire State Building. There were times when 
| felt | could have done the travelogue myself. Almost all the patter was very obvious, very corny and very 


enjoyable. 


To complete the round of the day, | certainly haveto thank John Schultz for showing us to Mama Leone’s and 
his lovely wife, Ruth, just for ee to the convention sol could meet her and enjoy her company. Certainly the 
e 


man who purchased the tickets to 


“‘Music Man” raies my special thanks. Since we bought the original cast 


album of the music the record is hardly ever in its cover, and I’ve been press-agenting it ever since we got home. 

In New York, we walked everywhere, so | must have to thank the good Lord for the health and stamina that 
enabled us to see St. Patrick’s Cathedral, Rockerfeller Center, the view of the whole world (seems like) from 
atop the Empire State, and to tour the beautifully engineered hope of the world for peace — the United Nations 


Building. -- 


Whoever saw to it that tickets for television shows were available certainly deserves 


rate ful word, It takes 


a 
a lot of man and woman hours to plan a successful convention, so that the men realize all the goals that they set 
out for, and that the wives enjoy their stay in a strange place and that an air of conviviality pervades throughout. 


Thank you, New Yorkers for you certainly did this. 


May | throw in a bouquet for Peter Lind llayes and Mary Healy just for being in a play so | could see them 


and laugh myself silly over their goings on? 


Last, but certainly notthe least,! would like tothank the Budget Director of Trailmobile, Inc. and Haverkamps, 
Unlimited, without whose help, understanding (and money)! could never have made this trip. 


Grate fully, 
Mrs. Rita D. llaverkamp 


We Present 
The Charter Members 
of the 


FOUR NEW NSBB CHAPTERS 


CALUMET REGION 


DONALD E. BACON, R.R. Donnelley & Sons Co., 

ANTHONY L. BARBARO, Clearing Machine Corp. 
Div. U.S. Industries 

ee BULTEMA, Combustion Engineering, 

nc. 

R. L. CAIN, Ingersoll Products Div.-Borg Warner 

HERBERT B. CONRAD, Ingersoll Products Co. 

EARL CUNION, Hupp Aviation Co. 

EDGAR R. FOLKERS, International Harvester Co. 

HARLAND C. HANSON, Tetco Metal Products, Inc. 

CHARLES F. HIMES, International Harvester Co. 

CLARENCE G. KOLB, Combustion Engineering, 
Incorporated 

CHARLES F. LIESENFELT, Bee Chemical Co. 

KENNETH L. MANN, Peat, Marwick, Mitchell & 
Company 

C. E. MUDRA, Acme Steel Company 

ARLO R. PETERSON, Wisconsin Steel Works — 
International Harvester Company 

JASPER VanDOMMELEN, Allis-Chalmers Mfg. Co. 
— Harvey Works 

JOHN E. ZULTNER, R.R. Donnelley & Sons Co. 


HARTFORD 


ARTHUR A. CHAVES, Veeder-Root, Inc. 
JAMES F. FRAZER, Holo-Krome Screw Corp. 
ROBERT C. GILMORE, Associated Spring Corp. 
JAMES I. McDERMOTT, the Ingraham Company 
JOHN F. McDONNELL, Landers, Frary & Clark 
GENE A. McLEAN, The Intemational Silver Co. 


PETER MOLCHAN, The Stanley Works 
LEE P. SMITH, Dunham-Bush, Inc. 
ROBERT N. WANTA, The Stanley Works 


HOUSTON 


DUDLEY G. BROWNING, Jr., Texas Instruments, 
Incorporated 

JERRY CLINTON BROWNING, Mission Manufact- 
uring Company 

JAMES E. BUENGER, A.O. Smith Corp. of Texas 

JOSEPH C. COBB, Jr., Southwestern Industrial 
Electronics Company 

MILTON GOODMAN, J. Weingarten, Inc. 

ALEXANDER GRIGG, Allstate Insurance Co. 

R. W. SAMPSEL, McEvoy Co. 

O. M. SCHOENEMANN, Reed Roller Bit Co. 

JOHN W. TINNELL, Jr., J. A. Walsh & Co, 

J. R. VanDYKE, Southwestern Industrial Elec- 
tronics Company 

GEORGE R. WILLIS, Mission Manufacturing Co. 


NIAGARA FRONTIER 


L. C. BERGER, Westinghouse Electric Corp. 
STEPHEN O. DEAN, Bell Aircraft Corp. 
HOWARD C. GIBSON, Hooker Chemical Corp. 
GENE H. KEENEY, Bell Aircraft Corp. 
CHARLES W. KOEHL, Dunlop Tire & Rubber Co. 
JOHN D. LLOYD, Westinghouse Electric Corp, 
ANTHONY J. MARSH, Nuclear Products — ACF 
Industries 
LEO J. MONIN, National Gypsum Co. 


FRANK F. ODDI, The Carborundum Co. 
J. R. McMAHON, Bell Aircraft Corp. 
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NEWS ABOUT MEMBERS 


LIONEL VIALES, San Francisco Chapter, has had his job responsibilities at the University of California 
Radiation Laboratory increased to include organization, planning and management training in addition to 
his budget work. 

The AMA’s Finance Division September Seminar in New York includes the topic, ‘Functions and Organi- 
zation of the Budget Director’s Job."” RONALD O. HUTCHINSON, Budget Director of the Upjohn Company 
and a member-at-large of NSBB is Assistant Chairman. 


Youngstown Kitchens Division of American Standard 
announced the appointment of JOHN A. SPIER, a member 
of the Canton Chapter, as Controller. He was formerly 
manager of Budgets and Forecasts. 


FRED HANNEMANN, Los Angeles, Chapter, has been named Assistant General Manager of the New 
Jersey Division of Garrett Corporation. 

KENT R. CRAWFORD, Indianapolis Chapter and National Director, was promoted from Manager of the 
Budget Department to Manager of Accounting Operations at Eli Lilly and Company. JAMES A. MILES was 
elevated to Chief of the Budget Department, also at Eli Lilly and Company. 


Kitchen Art Foods, Inc., makers of Py-O-My Baking Mixes, announced the election of JOSEPH J. TOPINKA, 
a member of the Chicago Chapter, as Vice President in Charge of Production. 


Notice to all members -at-large: LES HAWKINS has asked that we inform all at-large members that the 
mailing of Chapter Newsletters to them by all Chapters will be discontinued. We expect to keep you abreast 
of the news and latest developments around the Chapters in this column. 


NEW HOME 


The CLEVELAND CIIAPTER has accepted an invitation to make the new Cleveland Engineering and 
Scientific Center their headquarters. The invitation was the result of two years planning by the Chapter 
Officers and Council. All of the Chapter functions can be held in their NEW IIOME. There are adequate 
dining rooms — two auditoriums — exhibit space — a banquet hall — snack bar facilities and adequate free 
parking. Sounds swell fellows, we envy you. 


+ ENGINEERING AND SCIENTIFIC CENTER | 


NATIONAL OFFICERS 
1958-1959 Chapter Year 


Hal Masou (center), new President of NSBB, accepts the congratulations of retiring President Charles 
Eckelkamp. Other officers in the picture are: (L to R) Art Moor, Vice President, R. Visch Millar, First 
Vice President, and on extreme right, Melvin C. Aichholz, Executive Secretary. 


At the Annual Meeting of the National Society for Business Budgeting held at the Hotel Roosevelt in 
New York City on May 23, 1958, the election committee reported the election of the following members to 
be the National Officers of the society for the 1958-1959 chapter year commencing July 1, 1958. 


PRESIDENT — HAROLD C. MASON - MILWAUKEE CHAPTER 

FIRST VICE-PRES. — R. VISSCHER MILLAR - PHILADELPHIA CHAPTER 
TREASURER — CHARLES F. MANTEUFFEL - LOUISVILLE CHAPTER 
SECRETARY — HAROLD L. COLTMAN - LOS ANGELES CHAPTER 


DIRECTOR - 3 YEARS — CLARENCE C, BENEDICT - DETROIT CHAPTER 
DIRECTOR + 3 YEARS — KENT R. CRAWFORD - INDIANAPOLIS CHAPTER 
DIRECTOR + 2 YEARS — CARL O. WESSMAN - CLEVELAND CHAPTER 
DIRECTOR: 1YEAR == LEE C. STETSON - DALLAS CHAPTER 
DIRECTOR + M-A-L - LESLIE G. HAWKINS - MEMBFR-AT-LARGE 


In addition to the elected officers enumerated above, our president, Hal Mason, has appointed, as 
specified in the by-laws, two additional Vice-Presidents. They are: Donald E. Bacon, Calumet Region 
Chapter and Arthur D. Moor, San Francisco Chapter. 


The entire organization expresses their strong support of the national officers, and promises to assist 
the officers in all of the difficult tasks which lie before them. 
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